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Some Thoughts on Modern Tendencies 


By HERBERT C. FREEMAN 


The article by Professor McKinsey in the April issue of THE 
JOURNAL OF ACCOUNTANCY entitled Modern Tendencies in Ac- 
counting Practice draws attention to certain developments which 
have come within comparatively recent years and which promise 
to exercise so profound an effect upon the practice of public 
accounting that it is well to pause a moment to consider to what 
extent they may be inimical to the best interests of the profession. 

Professor McKinsey sounds a note of warning to the would-be 
industrial engineer who specializes in everything. As to tenden- 
cies in other directions, however—tendencies affecting the man 
who frankly holds out as a public accountant—the impression 
gained from the article is that of general acquiescence in, if not 
definite approval of, the course of events. The purpose of the 
present paper, therefore, is to inquire whether there is not a 
question of practical business welfare involved, apart from any 
consideration of professional propriety, in certain of the tenden- 
cies to which Professor McKinsey refers. 

Movement in any direction is not necessarily progress. There 
must be some fundamental definitions, some enunciation of prin- 
ciples to be adhered to and objects to be attained, before progress 
can be measured, before even motion can be seen to be progress 
towards or retrogression from the thing desired. Or, if it be felt 
that this idea presupposes a condition of the business world 
altogether too static to be contemplated in these modern times, 
then it is necessary to consider how close to shore it is safe for 
any profession to come with the incoming tide without undue 
risk of being left high and dry when the turn comes. 

Let us endeavor to state certain premises—not necessarily 
principles or articles of faith, but points of attack upon which the 
arguments advanced in this paper will be predicated. If these 
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premises are false, then the argument falls to the ground, but if 
they are true, or contain the elements of truth, they will at least 
serve as the basis for discussion. 

The present writer is of opinion: 

First, that the function of the public accountant which 
differentiates him most sharply from any other profession 
or calling is the function of auditor. 

Second, that the diversification of investment and the owner- 
ship of business organizations by large numbers of in- 
vestors not directly active in management is a permanent 
feature of modern industrial financing. 

Third, that the investment banker will find it increasingly 
desirable to present prospective investors with audited 
statements of financial condition and earnings of properties 
to be financed. 

Fourth, that the corporation laws of all progressive states, if 
not an inter-state corporation law of the federal govern- 
ment, will before long make it mandatory for corporations 
to submit to their stockholders regular accounts verified 
by auditors elected by the stockholders themselves. 

Fifth, that the attitude of the auditor must of necessity be 
that of an independent critic, whose mind is not influenced 
by considerations of management or policy as affecting the 
individual business subject to audit. 

It would therefore appear that they best serve the interests of 
the profession, and ultimately of themselves, who adhere closest 
to the practice of accounting and auditing in the accepted defi- 
nition of the terms. 

To justify this statement it is necessary to consider the pos- 
sibilities which may arise from a development of the profession 
along lines other than those indicated. 

The profession is one which attracts men of a type of mind 
fitting them for many of the most important executive positions 
in the business world today. Its practice brings these men in 
intimate contact with business problems of every kind and into 
close touch with men of affairs of every type engaged in the 
solution of these problems. The insight thus gained into the 
fundamentals of business administration is of incalculable value 
in the intelligent direction of audits and investigations and in the 
designing of methods of accounting and budgetary and statistical 
control. Is the application of this knowledge to stop there or is 
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it to be put to the uses which it would so well serve if the ac- 
countant were given the responsibilities of management? That 
is one of the serious questions confronting the profession 
today. 

It would seem to the writer that as soon as the accountant in 
any given case assumes the responsibility of participating in the 
management of a business he disqualifies himself from simul- 
taneously acting as auditor or public accountant for that business. 
Executive responsibility involves responsibility for results, and 
the results, favorable or otherwise, are of necessity reflected in the 
accounts which the auditor is called upon to certify. The deter- 
mination of policies, the selection of men to put them into effect, 
the expansion of plant facilities, the decision to accumulate stocks 
of merchandise or to go short—all these may be matters upon 
which the accountant is competent to advise; but as soon as the 
terms of his engagement call for the rendering of such service he 
ceases for the purposes of that particular case to be a public 
accountant. 

If, therefore, the public accountant who acts as auditor of a 
company is engaged on a basis which calls for his keeping in more 
or less constant touch with its affairs as a consultant, his services 
must be restricted to such as contribute to the maintenance of 
proper budgetary, statistical, costing and accounting records and 
control, to the establishment of methods of internal audit com- 
mensurate with the magnitude and complexities of the business 
and to the verification by means of his independent audit of the 
accounts as finally developed. In connection with his audit it is, 
of course, proper for him to interpret the significance of the 
accounts to the executive officers. He may, in fact, do practically 
all the things that a comptroller should do for the company, 
except share the responsibility for policies, personnel and manage- 
ment. 

Unless he draws the line, and a very definite line, at that point, 
he runs the real danger of losing his status as a critic and thus of 
failing properly to perform his function as an auditor; or, if he be 
one of those exceptional men who can in fact criticize his own work 
(and such men are so rare that they were not even specifically 
mentioned in the Beatitudes), he runs the no less serious danger of 
appearing to outsiders to have forfeited his power to criticize 
impartially in that particular case. 

A very wise banker in New York, whose every step has been 
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taken with courage and yet with the most scrupulous observance 
of the proprieties called for in financial transactions of magnitude, 
has remarked more than once that it is of chief importance to doa 
thing right, but the next most important thing is not even to 
seem to do it wrong. 

To some men the work of an auditor does not appear to be 
sufficiently creative. The application of native ability and 
acquired knowledge to the scrutiny of past history does not 
impress them with its true value in the economic and financial 
fabric of society. Some such men are to be found within the 
ranks of the profession. Some of these men may have the 
ability, but they have not the temperament required for the 
Simon-pure accountant and auditor. Others may be tem- 
peramentally fitted for professional life but may chafe at what 
they conceive to be the slowness with which recognition is coming 
to the practice of accountancy as one of the pillars of the economic 
structure. The day to them seems far distant when the public 
accountant and auditor will really come into his own. If they 
restrict themselves to working for the “‘invisible third party”’ 
in financial affairs they feel that the procession is passing them by. 
Themselves not altogether angels, they see others, not altogether 
fools, rushing in and collecting very fine fees for work of an extra- 
professional character—the work of efficiency experts, business 
engineers, et id genus omne. No wonder that at times the cry 
goes up, ‘ How long?”’ 

It is fitting to consider, therefore, whether the accountant 
cannot properly serve the business community in two capacities. 
Towards one set of clients may he not maintain the disinterested 
and impartial attitude of the professional auditor, while per- 
mitting himself to be drawn into executive or directorial relation- 
ships towards other clients, recognizing that in these latter cases 
he must be content to see some other of his colleagues in the 
profession serve as auditor? 

If we turn for an answer to Great Britain, where accountancy 
has been established as a profession much longer than in this 
country and in a much more official manner, we may conclude 
that he can. Members of the profession in Great Britain serve 
as directors, receivers, receivers and managers, trustees, assignees, 
secretaries pro tem, of newly created companies,—in short in 
nearly every kind of administrative and fiduciary capacity, while 
simultaneously acting for other companies and businesses as duly 
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elected auditors under a system of legislative provisions and 
judicial procedure holding them to the strictest accountability 
for their acts as auditors. Their appointment to some of these 
positions is made as a matter of preference because of the fact 
that they are accountants; in others, more particularly in the 
cases of directorships and receiverships, the personal ability and 
experience of the individual is what counts. 

To reason from this, however that the same condition is possi- 
ble or desirable in this country may involve a fallacy. There are 
many fundamental differences between the business and financial 
structure in Great Britain and in this country, and even if this 
were not so, the vast difference between the status of the profes- 
sion of accountancy there and here would be sufficient to call for a 
consideration of the conditions here on an entirely independent 
basis, free from any analogy with conditions in Great Britain. 

It is hardly necessary to go further than to recall to mind the 
fact that, under the British companies acts, auditors are elected 
by the stockholders, that they have absolute freedom of action 
in reporting directly to the stockholders at the annual meeting 
and that if it is proposed for any reason not to re-elect the same 
auditors, adequate notice of the fact in advance of the annual 
meeting must be given to the stockholders. These provisions 
alone, coupled with the fact that the accounts of every company 
must be audited, have established the profession there upon a 
foundation of independence as a matter of accepted fact, while in 
this country the independence of the profession has had to be 
created by the integrity and steadfastness of purpose of its 
members and of the organizations which they have formed. 

Accountancy, then, has not fully “‘found”’ itself in this country. 
It is not firmly established. As usual, the enlightened action of 
individuals is considerably in advance of legislative action. And 
until full recognition is gained, the position of the accountant will 
frequently be misunderstood, even by those to whose greatest 
interest it is to see the value of the independent auditor fully 
appreciated. 

Such misunderstandings must inevitably result most fre- 
quently if the accountant is found by his friends in positions in 
which they do not expect to see him. If it is admitted that the 
accountant who enters into the administration of a business is 
disqualified as auditor of that business, then to what extent can 
he get involved in the administration of a number of businesses 
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before he becomes, in the minds of the people who really matter, 
disqualified as auditor of any business? This may sound meta- 
physical but the psychology of it is unmistakable. If accountants 
seek recognition of an official character, established by statute, 
they are best working toward that end if they stand four-square 
on their position as accountants. They do not improve their 
chances of being accepted as a distinct class in the business com- 
munity, vested with quasi-judicial functions, if they are known 
in point of fact to have affiliations of a closer character in certain 
directions which render them, in their turn, more or less de- 
pendent cogs in the economic machine. 

To return, then, to the first postulate stated in this article, it 
would appear that public accountants should seek to emphasize 
the distinction which marks the profession to which they belong 
and in this manner to insure its being accorded the position which 
it should properly enjoy. They should look askance at engage- 
ments which lead them into the executive field or those which 
charge them with the responsibilities of administration, until the 
status of the profession has been clearly established by legislative 
action. That clearly is the line of progress, and by-paths are apt 
to lead into the wilderness. 
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Accounting for a Taxi-cab Transfer and Storage 
Business 


By CHARLES F. SCHLATTER * 


In many smaller cities the transfer business and the taxi-cab 
business are carried on together, and often the business of storage 
is added to these. While the accounting problems involved in 
such a combination are not particularly difficult, it seems that 
few such concerns make any attempt to allocate expenses in 
such a way as to enable them to determine the approximate 
profit or loss of each part of the business. The trade journals 
have many good suggestions for keeping accounts for the transfer 
business alone, and at least one manufacturer of taxi-cabs main- 
tains a service department to assist the owners and operators of 
their cabs to keep adequate accounting records for the taxi-cab 
business; but few suggestions have been offered for accounting 
for the combination of transfer, taxi-cab and storage. 

The following is offered as a practicable system for a concern 
which carries on all three of the above-named businesses. The 
business of such a concern may be divided into five departments: 


1. Taxi-cab. This includes all carrying of passengers whether 
in the well-known cabs or in touring cars and sedans for 
longer trips than are made with the usual cabs. 

2. Freight hauling. This consists of the transfer of the incom- 
ing freight for the local merchants, from the railroad to 
the stores. 

3. Baggage and light hauling. This department, using light 
trucks, hauls baggage and other light-weight loads not 
coming under other divisions of the business. 

4. Moving. This department, using the large trucks, is en- 
gaged chiefly in the moving of household goods, but its 
activities include also the hauling of heavier articles not 
included in division 3 above, both inter-city and intra- 
city. 

5. Storage. As the term implies this department receives goods 
for storage for which a charge is made according to the 
amount of space used. 

* With suggestions from Professor Hiram T. Scovill, University of Illinois. 
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Books KEPT 


General ledger Freight-charge record 
Accounts receivable ledger, Received-on-account record 
general Storage tickler 
Accounts receivable ledger, 
storage 


Cash journal 
No subsidiary ledger need be kept with accounts payable. 


Forms UsED 


Daily trucking report Statement of losses and gains 
Daily trucking summary (columnar) 

Monthly trucking summary Analysis of taxi-cab expense 
Daily taxi summary and income (columnar) 
Monthly taxi summary Analysis of trucking business 
Distribution of expenses Miscellaneous: Baggage tags, 


Order tickets 


CLASSIFICATION OF ACCOUNTS 


Assets 
Cash on hand Cabs and cars 
Bank Auto-trucks 
Accounts receivable Horses, wagons and harness 
Miscellaneous supplies (gaso- Service car 
line, oil and alcohol) Office furniture and fixtures 
Office supplies—inventory Miscellaneous equipment 
Licenses prepaid Goodwill and contracts 
Taxi-cab tires Miscellaneous investments 
Truck tires 
Liabthties 
Freight clearing (may have a Accounts payable 
credit balance) Notes payable 
Accrued liabilities Mortgages payable 
Capital 
Capital stock 
Surplus 
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Expenses 

Taxi wages Miscellaneous team expense 
Taxi repairs Rent 
Taxi oil and gasoline Insurance taxi 
Taxi licenses and taxes Insurance truck 
Taxi depreciation Light, water and telephone 
Depreciation of tires Advertising 
Truck wages Salaries 
Truck repairs General and office expense 
Truck oil and gasoline Depreciation of office furniture 
Truck licenses and taxes and fixtures 
Truck depreciation Depreciation of service car 
Depreciation of miscellaneous Interest 

equipment Loss on bad debts 


Depreciation of horses, wagons and harness 


Incomes 
Taxi income Storage income 
Baggage and hauling income Interest 
Freight income Miscellaneous income 


Moving income 
CAsH JOURNAL 


The columns are arranged to the right and to the left of the 
explanation column. The columns found most convenient are 
as follows: 


Debits (from right to left) 


Sundry Taxi repairs 

Cash Truck wages . 
Bank Truck repairs 

Accounts receivable General and office expense 

Freight clearing Salaries 

Taxi wages Miscellaneous team expense 


Credits (from left to right) 


Sundry Taxi income 

Cash Freight income 

Bank Baggage and hauling income 
Accounts receivable Storage income 


Freight clearing 
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Entries 


All cash payments, except payments from petty cash, are 
entered in the cash journal as paid, the entries being made from the 
cheque stubs. Payments from the petty-cash fund are entered 
in the usual way when the fund is replenished. 

Cash receipts from cash sales are entered daily from the daily 
taxi summary and the daily trucking summary, which will be 
explained later. 

Cash receipts from accounts receivable are first entered upon 
the received-on-account record, from which the items are posted 
to the subsidiary ledgers. The total of this record is brought 
daily upon the cash journal. 

At the end of the month the total of the taxi and trucking busi- 
ness charged to customers is brought into the cash journal from 
the monthly taxi summary and the monthly trucking summary, 
respectively. 

The charges to storage customers, being few in number, are 
entered in the cash journal daily from the statements sent out. 

As invoices are received for purchases, they are filed in an 
unpaid-invoice file and are entered in the cash journal during 
the month only as paid. As practically all purchases in a business 
of this type are for cash, or for payment on the first of the month, 
there will be few unpaid bills to be brought on the books at the 
end of the month. The few that run longer are entered in the 
cash journal at the end of the month, crediting accrued liabilities. 
On the first day of the following month the entry is reversed to 
obviate keeping these invoices separate from other unpaid 
invoices coming in. 


ACCOUNTING FOR INCOME 
Taxi 


Each cab is provided with a fare-meter. As each driver goes 
off duty and turns in his cab the manager removes from the fare- 
meter the record of the driver’s run. This record shows the total 
miles run, the pay miles run and the fare which should have been 
collected. In the smaller towns a charge account for taxi-cab 
patrons is quite common. The driver carries with him a record 
sheet, usually in an aluminum folder, on which he may enter all 
fares if he wishes, but on which he must enter all charge fares. 
He also enters on this sheet the quantity of gasoline and oil put 
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into the cab during hisrun. This sheet and the cash collected are 
turned over to the manager, who sees that the total cash and 
charges turned in equal the total fares recorded by the fare-meter. 
The summary of the driver’s business is then entered upon the 
daily taxi summary sheet, the charge accounts being posted to the 
accounts receivable ledger—general from the sheet which the 
driver turned in. The daily taxi summary sheet should be large 
enough to allow one line for each driver employed in the twenty- 
four hours. 

On the morning of the following day the totals of the columns 
on the daily taxi summary are transferred to the monthly taxi 
summary. Only one line a day is needed on the monthly sum- 
mary, unless the manager desires to enter a day summary and a 
night summary for each twenty-four hours, in which case two 
lines will be used. The monthly summary is not reproduced here, 
because its ruling is the same as that of the daily summary. The 
differences are only in the headings of the sheets and in the use and 
heading of the first column at the left. This column is headed 
“driver's name” on the daily summary, but is headed “‘dates’’ on 
the monthly summary. The headings indicate the difference in 
use. 

As explained under the cash journal, the total of the cash 
column of the daily summary is carried to the cash journal daily. 
The total of the charge column of the monthly summary is carried 
to the cash journal monthly. 


Trucking 


Each day each driver makes out a report on the daily-trucking- 
report form. This report shows what was done, for whom it was 
done, how long it took, the number and names of the men helping, 
and the amount of gasoline and oil put into the truck. If any 
cash was collected, the amount is shown in the proper column. 
The cash turned in is checked against the cash shown on this 
report. The charge items are extended in the office and the total 
charge and cash business on the report is brought upon the daily 
trucking summary, one line to each driver. The charge accounts 
are posted to the accounts receivable ledger—general, directly 
from the driver’s daily report. 

The deliveries made by the drivers and helpers engaged in 
freight hauling are so numerous that a plan of summarizing dif- 
ferent from that of the other drivers is advisable. The only 
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items entered by such drivers upon the regular daily report sheets 
are the time in hours of himself and helpers and the amounts of 
gasoline and oil put into the trucks. The following plan has been 
found to work very well. The transfer concern sends the freight 
foreman to the freight warehouse each morning. He pays the 
freight on the goods of the merchants or other citizens with whom 
his employers have delivery contracts, gets the freight bill, and 
sees that the goods are loaded and sent on the way to the custom- 
ers to whom they are addressed. In the late afternoon, when 
the freight house closes, he returns to the office of his employers 
and turns his freight bills over to the bookkeeper who makes an 
entry in the cash journal debiting freight-clearing account and 
crediting cash for the amount of the freight paid by the foreman. 
Next, the bookkeeper sorts the bills by names of customers and 
enters them in the freight charges record. This book is in two- 
column journal form. The first column is for the charge for 
hauling the goods, which is based on weight, with a minimum 
depending upon the contract with the customer. The second 
column is for the freight which has been paid for the 
customer. 

When all the bills for the day have been recorded in this book, 
the columns are totaled and the amounts are entered upon the 
daily trucking summary. The charge for hauling is entered in the 
freight-income column and the charge for the freight paid for the 
customer in the freight-clearing column. The entry will take 
only one line on this summary, without regard to the number of 
drivers and helpers engaged in the work. The hours engaged on 
this work are brought to the summary from the regular daily 
trucking reports. 

The columns of the daily trucking summary are now totaled 
and are carried to similar columns in the monthly trucking sum- 
mary on which one day’s business occupies one line. The 
monthly summary is not reproduced here, because its ruling is the 
same as that of the daily summary. The differences are only in 
the headings of the sheets and in the use and heading of the first 
column at the left. This column is headed ‘“‘driver’s name’’ on 
the daily summary, but is headed ‘‘dates’’ in the monthly sum- 
mary. The difference in the headings indicates clearly enough 
the difference in use. 

As was explained under the cash journal, the totals of the cash 
columns of the daily trucking summary are carried daily to the 

372 

















Accounting for a Transfer Business 








cash journal; and the totals of the charge (money) columns of the 
monthly trucking summary are carried to the cash journal 
monthly. 


Storage 


Storage income is presumed to be collected in advance. Since 
storage charges fall due on any day of the month, some of the 
income applies to the following month. To compute the amount 
to be deferred is tedious and usually unnecessary. The amount 
of goods in storage is not subject to extreme changes and there are, 
in the average concern at least, no marked peaks and valleys in the 
amount of storage throughout the year. Therefore, the amount 
of income to be taken any month as deferred from the prior 
month and the amount to be deferred to the following month are 
about the same. The difference between the two being so small, 
it is considered sufficiently accurate to take storage collections as 
income in the month in which the charges fall due. 

A tickler is kept showing under each day of the month the 
names of the customers whose accounts fall due on that day. 
The name is indexed to the accounts-receivable ledger—storage. 
The bookkeeper sends out statements, enters the charge to ac- 
counts receivable with a credit to storage income in the cash 
journal, and posts daily to the accounts-receivable ledger—stor- 
age. Since statements for storage are sent out nearly every day 
of the month, it is thought best to keep the accounts with storage 
customers separate from the accounts of those customers to 
whom monthly statements are sent on the first day of the 
month only; therefore the two accounts-receivable ledgers are 
suggested. 


ACCOUNTING FOR EXPENSES 
Expenses are charged as incurred or accrued directly to the 
following accounts: 


Miscellaneous team expense Advertising 


Salaries Telephone, light and water 
Truck wages Interest 

Taxi wages Taxes—property 

Truck repairs Rent 

Taxi repairs Liability insurance 


General and office expense 
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Supplies and prepaid items are charged to the following asset 
accounts as paid: 


Miscellaneous supplies (gas- Prepaid licenses—taxi 
oline, oil and alcohol) Prepaid licenses—trucks 
Prepaid insurance—property 


Adjusting Entries 


Monthly adjusting entries are made to bring the accrued items 
to the debit of the expense accounts named above, the reversing 
entry being made immediately after distribution. Adjusting 
entries are also made monthly to the debit of the following ac- 
counts, the credits being to the prepaid accounts named above: 


Taxi—gasoline and oil ex- License expense—taxi 
pense License expense—truck 

Trucks—gasoline and oil ex- Insurance expense—taxi 
pense Insurance expense—truck 


The amounts for the above entries to the debits of the gasoline 
and oil expense accounts are found as follows: The totals of the 
gasoline and oil columns of the monthly taxi summary multiplied 
by the average prices paid for gasoline and oil during the month 
give the figures for the taxi—gasoline and oil expense; and the 
totals of the columns for gasoline and oil on the monthly trucking 
summary multiplied by the average cost of gasoline and oil for the 
month give the figures for the trucks—gasoline and oil expense. 

The monthly license expense is one-twelfth of the annual 
license payment. The insurance figures are found by taking one- 
twelfth of the annual property insurance and of the personal and 
property liability insurance, and adding the amount of compensa- 
tion insurance based on the payroll. 

The depreciation expense is entered monthly, the debits being 
to the depreciation expense accounts, and the credits to their 
respective reserve accounts as shown in the classification of 
accounts. The taxi-cab depreciation may be taken at two per 
cent a month, but a rate of two to two and one-half cents a mile 
run is more satisfactory. The depreciation of touring cars and 
sedans is about two per cent a month. A mileage basis of depre- 
ciation on such cars is not very satisfactory. 3 Depreciation of 
trucks must usually be taken on a percentage basis as most trucks 
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are not supplied with mileage meters. Twenty-five to thirty per 
cent annually has been found to be satisfactory. Depreciation on 
taxi-cab tires is found to be about one and one-fourth cents a mile 
run if the cabs are operated in the larger cities; but in the smaller 
towns where the number of miles run per day per cab is not so 
high as in the larger places, the rate is somewhat higher, due to the 
fact that the tires depreciate by the passage of time as well as by 
use. One and one-half to one and three-fourths cents a mile has 
been found to be about right in such cases. Depreciation on 
truck tires is about eight to ten per cent a month. 

Miscellaneous equipment consists of tire-changing equipment, 
air pumps and tanks, oil pumps and oil containers, gasoline 
pumps and gasoline tanks, furniture pads used in moving house- 
hold goods, ropes, block and tackle, etc. Most of these items 
depreciate rapidly and the rate to apply in any particular case 
must be based upon circumstances. Two and one-half per cent 
a month has been found to be very satisfactory. 

At the end of the month all expenses except interest and bad 
debts are distributed to the following income accounts: 


Taxi income Moving income 
Freight income Storage income 
Baggage and hauling income 


A form, ‘distribution of expenses,’’ shows the method and 
bases of distribution. The totals of columns 4, 5, 6, 7, and 8 
show the charges to the respective income accounts. Instead of 
crediting the different expense accounts from columns I and 2, the 
total of column 2 is credited to the distributed-expense account. 
By this method the various expense accounts accumulate totals 
and at the end of the year supply information for the analysis-of- 
expense statement. The monthly journal entry to distribute 
the expenses is as follows: 





Taxi income. i plata eae Gin Sane, sce econ 

Freight income. . aa oi-ap oe ane an Cee 

Baggage and hauling i income. Se 

Dieuian Men... «. «cans as dhavceuncnel XXXX 

Te ee 
Distributed expenses. cain XXXXXX 

To distribute the expenses for the month of. i iesseuene 
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Form No. 6 
Distribution of expenses for the month of............ SOR. << 
(2) (3) (4) (5) (6) (7) (8) 
(1) _— of Baggage 
istri- : : an . 
Total Pm Taxi| Freight hauling Moving | Storage 
TAXI: 
lO xxxx Direct xxxx 
es 6 v0 ce enmes xxx i xxx 
OE SS eaaae xxx Ds xxx 
J =e xxx 2 xxx 
Depreciation........... xxx - xxx 
errr xxx - xxx 
re xxx - xxx 
TRUCKS: 

i 224 5ceckaeaadee xxxx |Man hours xxx xxx xxx 
EE i eee xxx ~ = xx xx xx 
fe ae xxx - st xx xx xx 
DONG. dc eennenaueed xxx 3 xx xx xx 
Depreciation. ........+. xxx | Percentage xx xx xx 
OS ree xxx xx xx xx 
Depr. misc. equipment...| xxx 7 xx xx xx 
Depr. horses, wagons and 

NS ti a hb eb ae OO xxx Direct Xxx 
Misc. team exp......... xxx ~ xxx 
er xxx |Man hours xx xx xx 

OVERHEAD: 
Light, water and tele- 

IS i xx |Percentage xx xx xx xx xx 
Bs 6 #400 000008 xxx - xx xx xx xx xx 
OE He xxxx xxx xxx Xxx xxx xx 
Gen'l and off. expense. . . xxx ss xx xx xx xx xx 
Depr. off. fur. and fixtures xx ™ xx xx xx xx xx 
Depr. service car....... xx ne xx x x x x 
| RE Rt ae xxx 4 xx xx xx xx xx 

MK: cseceecue ee 











(At the end of the year, a form similar to the above shows the distribution of each expense for 
the entire year.) 


STATEMENTS 


At the close of the month a statement showing losses and gains 
is prepared as follows on a columnar sheet for comparative pur- 
poses: 


Form No. 7. 
Statement of Profit and Losses 


(Columns here for each month 
and one for year total) 


August 
pik Re rn eee re ere $2,500.00 
RMP cass ccdnarandcancdasecaeeet 2,600.00 
| ere $ 100.00 (red) 
ee ree a er te $ 1,800.00 
RMR a 63 0 50s cand snenee ee nekenawe 1,400.00 
OOS bn <0 cc0cdscrneeeeneeanpee $ 400.00 
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(Columns here for each month 
and one for year total) 


August 
Baggage and hauling income................ $3,200.00 
RE, SMa Rs Kaede dws ewes te eeats 2,600 .00 
i 6.6 cp ddatensdsecasesceecnesces $ 600.00 
PE AOR, oo i kientctsicseneseen cases $1,200.00 
DR £6 6c eekna dene nasanancabeae 1,000 .00 
SING 6666 RiddCeRS ERODES HERES $ 200.00 
ROUND TRBOUIE. 6x. 5.5.c ccc vcccctoccccovesens $ 800.00 
PNG Feb dria entinesdiessatmerese 200 .00 
Bs. 6 6ie pe eR sed eR ew Eee ee ennee ee $ 600.00 
Total operating gains..................... $1,800.00 
Less total operating losses.............. 100.00 
Net operating profit............... 1,700.00 
ADD: Other income: 

en eee ee 50.00 
$1,750.00 

DEDUCT: Other expenses 
OS PCT CeCe OTe 250.00 
Net profit for the month........... $1,500.00 


Form No. 8. 
Analysis of Taxi-cab Expense and Income 
(A column here for each month 
and one for the year) 











Sept. 
NN EOE Ee PT ee 8,000 
EE CEE OE Ce Pe ee 3,600 
Serr 55% 
Operating costs per mile run: 
Sr err er 15 
PL bo Pdsbeeesbeskeddardavhenenae .05 
I SEs sina. ASH Kb 05.0 hak bee en Be .0025 
Sdn tba wee seb nels negh cte.dwse .O15 
 iiidlnatetetisn ua kan de cine ia saps 0025 
BPOUORINOION GF GODS. «oc oc ccnccccssess .025 
Depreciation of tires. ...............00. .O15 
csc eResevsbeb sees nk ses ¥eeee .O1 
PE id pent dnsecccsdwsdeane .O12 
Ne hn vn asnee nana .2820 
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(A column here for each month 
and one for the year) 














Sept. 
Chvedendl O06 GHB CUS 6550 ken cdeanse nsec .0280 
: Serer rr err errr yr Terry .3100 

[acess OOF MUG CU: 66.6. eiidivsaes ce dedeews . 3000 

Profit or loss per mile run (Loss in red) .. .O100 (red) 
ee errr errr Serer ry S .69 
DI OE GIR. ok 9:4 cir kor aend anon .67 

Profit or loss per pay mile.............. .02 (red) 


(These figures are not intended to be representative) 


Form No. 9. 
Analysis of Trucking Business 


(A column here for each month 
and one for the year) 


Nov. 
Truck wages paid and accrued.............. $1,200.00 
PU I, SEIN oo 5 65 25 oo sn eseccceses 2,000 .00 
ee es eee WE 3 osc ewiddcaeasecaews 60¢ 
WON BINNS 6 odie s csckessdceniseusb onsen 40¢ 
Cost of idle time on basis of hour worked .... 20¢ 
DO OU DUES ck oaircts cs caseseeeeeeans 3,000 
re ee 2,000 
Ps IU INS a co Sits as eenr een desucenane 1,000 
1000 hours at 40¢, cost of idle time.......... $400 .00 
Men were idle, of time paid for............. 33 1/3% 
Total cost of trucking...............seeeee: $1,800.00 
WE oh accccurrachasantaerariions 1,000.00 
Cost por tentls Beet. «.<sc00 crcvcsasvoesanae $1.80 
Total income from trucking................ $2,000.00 
BRUGES OOF GLUE BOUT. o.oo. ccc cnccccccnscce 2.00 
PUNE EF GEE Ns go b.n 6c cceccccncenoses .20 


(These figures are not intended to be representative) 
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University Courses in Accountancy 


Vil 
UNIVERSITY OF MINNESOTA 


By E. A. HEILMAN 


The accounting course at Minnesota is given in the school of 
business, a junior and senior college, open to those who have com- 
pleted the prescribed two-year pre-business course. Though the 
pre-business course is in the college of arts, the students are under 
the guidance and control of the school as far as studies are 
concerned. Their advisors are members of the faculty of the 
school and are able to direct them in all matters connected with 
the curriculum and their future plans. The required subjects of 
the pre-business years make up a large share of the work of those 
years and include such subjects as production economics, prin- 
ciples of economics, mechanism of exchange, English, mathemat- 
ics or natural science, psychology, social science, principles of 
accounting and statistics. In the field of mathematics the usual 
subjects chosen are commerce algebra and mathematics of 
investment. 

Upon proper completion of this work the student is admitted to 
the school of business, where he may choose between the general 
course in business and such fields of specialization as finance, mar- 
keting, agricultural business, accounting, secretarial training, etc. 
The general business group has now about forty-five per cent of 
the total enrolment. Of the special groups the accounting is the 
largest with about twenty per cent of the total enrolment. 
Marketing and finance are the other large groups. There has 
been a marked trend in the past three years toward increased 
enrolment in the general business course and decreases in the 
special fields, though accounting and marketing have not yet felt 
the effects of the trend. This is in line with the emphasis placed 
by the school on a sound general training which is much the same 
for all students and particularly on economic principles. The 
school now requires, besides the usual elementary courses, a senior 
course in advanced economics. 

For the general student of business the accounting department 
is offering the sophomore course in principles of accounting, 
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which is required of all for admission to the school. This is a 
two-quarter course of three recitations and one two-hour labora- 
tory session a week. Since the majority of the students taking 
the course will probably never be called upon to keep even a 
simple set of records themselves the emphasis of the course is 
laid, not upon debit and credit and recording, but upon the inter- 
pretation and application of accounting data to the problems of 
management. The bookkeeping background is given in about 
four weeks of the recitations and throughout most of both quar- 
ters in the laboratory, and not in a separate preliminary course, 
as is the case in some other institutions. Those students intend- 
ing to specialize in accounting are given the much-needed training 
in technique in more thorough fashion in the junior year, for the 
department feels that the mistake is too often made of burdening 
the general student with too much detail in the early course. If 
he learns from this course what financial and statistical informa- 
tion the business man should have to run his business, approxi- 
mately how it can be obtained, and what he can expect of his 
accountant in that respect, he has derived the greatest benefit 
from the study. 

Seniors in the general business course are required to take a 
one-quarter course in cost accounting, in which a survey is given 
of the purposes and methods of costing and of the significance of 
cost to the manager. The control feature of costs is accentuated 
throughout the course, rather than that of price determination, 
which bears the main accent in so many texts on the subject. 
The application of cost accounting to other fields than that of 
manufacturing is considered and its relation to budgetary con- 
trol is pointed out. Details of technique in handling the actual 
cost records are not presented to any extent in the course. 

These two courses are the only ones required of those not 
specializing in accounting. Other courses are frequently elected 
and the course in advanced general accounting is being developed 
particularly for the general student. Here the special problems 
of smaller businesses, simple systems for retailers, department- 
store accounts, and some other representative business fields are 
to be taken up. The courses in practice and procedure, income 
tax and auditing are also being elected by a few outside the 
accounting group. 

The special programme in accounting requires the principles 
course in the sophomore year and two years of specialization in the 
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school proper. The course for the junior year is quite rigid and 
allows for only one elective each quarter, whereas the senior year 
is somewhat more elastic. This programme, as will be noted, 
provides for carrying two accounting courses throughout both 
years. 


Junior year Senior year 
Cost accounting. .......... 3 quarters Income tax......... I quarter. 
Practice and procedure..... 2 = a 2 " 
ee re 3 - Accounting seminar. 3 ” 


“a 


Advanced general accounting I z Advanced economics. 2 
Money and banking....... Business cycles ..... I 


“ce 


Ny 


The three-quarter course in cost accounting is designed par- 
ticularly for accounting students and gives in the first quarter a 
summary of the groundwork of the subject with the working 
through of a complete set of transactions and reports for a manu- 
facturing concern. In the second and third quarters a more 
detailed study is made of the different methods of treating and 
controlling cost elements and there is a careful analysis of the 
application of costs to particular management problems. Costs 
are presented as instruments of control. Typical cost systems of 
various industries are also studied. 

The aim of the course in practice and procedure is to train the 
student in the use of accounting technique and also to give him a 
more solid foundation in principles. A more detailed study is 
made of partnerships and corporations, and new fields such as 
consolidations, receiverships, estates and other more advanced 
subjects are covered. This course is followed by advanced gen- 
eral accounting, which is a study of the accounting practices and 
methods of a range of representative industries. 

In the senior year income tax and auditing form a one-year 
sequence and the accounting seminar a second. The seminar 
aims to test and develop ability of the class independently to 
analyze accounting situations and prepare proper solutions based 
upon the student’s own investigations. To this end a series of 
longer reports is prepared by the members of the class in which 
they have the opportunity to demonstrate constructive ability and 
have the aid of the professor in organizing and presenting their 
material. Studies are made also of concrete problems in local busi- 
ness establishments and solutions are prepared by the students. 

The accounting department at present is not attempting to 
give the usual coaching class for the C. P. A. examination, for the 
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reason that only a minority of the class is thinking of entering 
the public accounting profession and few of these have had 
sufficient practical experience to entitle them to take examination 
in less than two years. 

The history of the past five years shows that only a small 
percentage of the graduates of the course will enter the public 
field. The number has been decreasing somewhat each year. 
At present a larger number is entering industrial and public 
utility accounting. The reasons for this condition are various, 
but are chiefly questions of obtaining proper employment upon 
graduation. It is almost impossible for the young man graduat- 
ing in June to find employment with public accountants before 
November. By this time the most desirable men have found 
other openings and are usually not willing to leave their new 
positions. Further reasons may be found in the uncertainty of 
regular employment in the public field, the rather low salary scale 
for beginners, and the lack of definite prospect of advancement. 
The student often returns from interviews with public accountants 
with the feeling that practising accountants are averse to employ- 
ing university men or at least unwilling to allow them any sort of 
apprenticeship different from that offered the latest and rawest 
recruit. He also sees a long period of routine work ahead of 
him before he is eligible for rank as a senior and then is impressed 
with the fact that only twenty per cent of these seniors who take 
examination succeed in passing the Minnesota board. In these 
circumstances he naturally feels that the reward is too remote 
and uncertain and when better openings present themselves he is 
willing to leave. Undoubtedly, also, the impatience of detail, 
which is apt to characterize university men, is another potent 
factor. An increasing number of the graduates is entering gen- 
eral office work and minor executive positions, and it seems likely 
that this tendency will continue. It is to be hoped that larger 
numbers of students will look upon the accounting course as a 
proper training for such positions, for it certainly offers the young 
man much that will aid him in such work. The concreteness of 
the application of accounting principle to business problems 
usually appeals to the student and holds his interest to the work. 

In view of these tendencies it seems well to consider the question 
of whether the accounting courses shall not be directed even more 
than at present toward the study of general business and less 
time be spent on technical instruction. When all is said, it 
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must be recognized that the successful accountant will be the 
man who has the most thorough insight into business and not 
necessarily the most highly trained technician. If there is, there- 
fore, any marked inclination on the part of the department, it is 
probably in the direction of more latitude in the choice of subjects, 
the easing up of technical requirements, and the insistence on a 
broader training in the fundamentals of economics and business. 

The extension division of the university is also conducting a 
well rounded curriculum of business courses in the evening in 
both St. Paul and Minneapolis. The accounting courses are 
particularly well attended and developed, and are conducted by 
a separate staff of instructors drawn largely from the public- 
accounting offices. In these courses the accent is laid more upon 
the public-accounting fields, since many of the students are junior 
accountants or office men looking toward the public field. The 
situation is, therefore, somewhat different from that on the 
campus and the staff has wisely adapted the courses to the needs 
of its own students. A three-year sequence of courses in account- 
ing has been developed, leading to an accounting certificate. 
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Cultural Value of Accountancy Studies * 
By REYNOLD E. BLIGHT 


Courses in accountancy now occupy an important place in 
college and university curricula, and public accountancy is receiv- 
ing its rightful recognition as a dignified profession. Thousands 
of young men and women are now engaged in the study of 
accountancy and it is worth our while to consider the cultural 
value of such courses. 

At the very outset of our inquiry we are challenged to state 
whether accountancy is a vocational or a professional subject. 
In other words, does the student pursue the study of accountancy 
merely to get a means of livelihood or does he have a higher pur- 
pose, namely, to develop himself mentally so that he may be 
qualified to take a place in a highly-honored profession with pro- 
fessional traditions, standards and requirements? 

If the ability to earn a living be the highest object of his quest, 
let him forego the time and effort necessary to the attainment of 
a degree or the certificate of a certified public accountant, and 
give himself to selling automobiles or bonds or real estate. He 
will find it much more lucrative and less exacting. 

But the professional viewpoint necessarily includes the idea of 
culture. The professional man is not merely a specialist in his 
line: he is one who has erected the edifice of specialized knowledge 
upon the broad, general, educational foundation that we call 
culture. It is for this reason that we raise the question: Is there 
a cultural value in accountancy studies in themselves? 

To answer the question intelligently and adequately it is essen- 
tial that we should carefully define culture, then survey the scope 
of the profession and note what mental and moral qualities are 
needed to attain success therein, and then determine the extent 
to which training in the subjects required to endow the student 
with those qualifications conforms to our definition of culture. 

First, what is culture? For many centuries culture was insep- 
arable from an education in which knowledge of dead languages 
and the classics was predominant. At first universities existed 
solely to educate the clergy. Later the scope of the curriculum 
was expanded to include the education of the noble. Education 


* A paper read before a faculty meeting of Washington, D. C., school of accountancy. 
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was essentially exclusive and aristocratic, and a more or less 
perfunctory acquaintance with Greek and Latin and the litera- 
ture of antiquity was the sign of a gentleman. 

Gradually the studies were broadened to include preparation 
for law and medicine, but even yet the classics were the founda- 
tion, end and substance of university training. As Abraham 
Flexner, secretary of the Carnegie foundation for the advance- 
ment of teaching, has said: ‘‘The classics were the backbone of 
the college curriculum; they were supplemented by the cut-and- 
dried philosophy then current, some mathematics and bookish 
science and an occasional dip into modern literature.” 

Culture thus was defined as an acquaintance with dead lan- 
guages and a smattering of science, mathematics and polite lit- 
erature. It was very exclusive, very superficial—although very 
showy. This ideal still prevails in certain educational circles. 
But the revolution in thought that has given us a new world 
during the past hundred years has also given us a new education 
and a new conception of culture. In this vibrant, practical, hurly- 
burly modern life Latin, Greek and dilettante classical studies as 
required subjects are being dethroned. For a long while the 
conservatives fought the change, inveighed against the unsettling 
tendencies of the times, and raged against the bolsheviks and 
iconoclasts who were destroying culture. But they waged a 
losing fight. Says Emerson: “‘Latin and Greek became stereo- 
typed as education, as the manner of men is. But the Good 
Spirit never cared for colleges.” 

Again I quote Dr. Flexner: ‘‘The conditions under which the 
classics can be made the basis of a prolonged discipline simply do 
not exist here. We do not believe in their disciplinary efficiency 
or necessity; nor are we likely to be persuaded of it. Nothing 
tangible depends on Greek or Latin; they lead nowhere.”’ 

It is a far cry from the narrow idea of culture circumscribed by 
classical studies to the modern university where you can study 
anything from Choctaw to psychoanalysis. The university has 
had to yield to the demands of a democratic age that speaks in the 
terms of inclusiveness, liberality, popular education and progress. 
We have travelled far and we are going farther. ‘‘The schools,” 
says Paulsen, ‘‘can not tear themselves loose from the general 
march of culture. Classical study formed originally the entire 
content of all higher training; in the nineteenth century, however, 
it necessarily declined into simply an essential element in this 
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training. The time is coming—and the most recent ordinances 
indicate this point of view—when it will not even be regarded as a 
necessary ingredient of a liberal education.’”’ I number myself 
among the progressives and agree that the culture we seek is 
broader than dead languages and the classics. 

The first definition that naturally suggests itself is the famous 
statement of Matthew Arnold that culture is “the acquainting 
ourselves with the best that has been known and said in the world 
and thus with the history of the human spirit.’”’ This literary 
interpretation of culture is not far removed from the narrower 
classical limitation and in this day of practical democracy we fear 
that such a dilettante education of our young people would min- 
ister ‘‘rather to the pomp and ostentacion of their wit then to the 
culture and profit of their mindes,’’ to use the quaint phraseology 
of good old Sir Thomas More. 

Culture should at least include the generous informing of the 
mind, because after all a mind well-stored of facts, thoughts, hopes 
and dreams is a man’s most vital asset. As the Bible tells us, 
there is nothing so much worth while as a mind well instructed. 
Let us go a little further and say that not only should a mind 
be well stocked with facts, but the information carefully laid 
away should be readily available for instant use. To an ac- 
countant the simile of a filing cabinet logically presents itself. A 
file of facts, all duly tagged and documented and available, like 
an encyclopedia, at the flick of a finger or a turn of the thumb! 
But the simile fails. The mind is not like a filing cabinet. A 
mind is not measured by capacity but by temper, quality of 
fineness, flexibility. Culture to the mind is the temper of a 
Damascus blade. This elasticity, this fineness of temper comes 
only by training, discipline and cultivation. It takes time, 
effort—I had almost said, agony of soul,—but we are agreed that 
without it culture is vain. 

Culture in this sense includes poise, balance, calm judgment and 
sense of proportion. Extravagance, radicalism, and prejudice are 
utterly foreign to the cultivated mind. At the beginning of the 
Christian era there flourished a wise old philosopher, by name 
Plutarchus, and he said: ‘‘ Men derive no greater advantage from 
a liberal education than that it tends to soften and polish their 
nature, Dy improving their reasoning faculties and training their 
habits, thus producing an evenness of temper and banishing all 
extremes.” This is the true efficiency. 
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We have now greatly broadened the definition of culture until 
we may take a final leap and say that culture should deal only in 
universals, should be all-inclusive, and we may accept the dictum 
of Emerson: ‘‘ The end of life is that the man should take up the 
universe into himself.” 

The practical implications of such a sweeping definition of 
culture would tempt us far afield and yet that we may catch a 
glimpse of its significance let us glance at two or three inevitable 
corollaries. 

The cultured man is a lover of truth. It is seen, again to refer 
to Emerson, our American seer, that “truth is the summit of 
being; justice is the application of it to affairs. All individual 
natures stand in a scale, according to the purity of this element in 
them.’”’ Amiel, that marvellous Frenchman, struck off a flashing 
aphorism when he cried: ‘‘Let us be true: this is the highest 
maxim of art and of life, the secret of eloquence and of virtue, and 
of all moral authority.” 

This religious devotion to truth, in my opinion, is the finest 
flower of culture. The heart and soul of all religion is dramatized 
in that powerful episode from the book of Esdras that rises to a 
thrilling climax when all the people shouted and cried: Great is 
truth and mighty above all things! 

You see I have gradually broadened and deepened the definition 
of culture until it is almost indistinguishable from character— 
and I would have it so. Character is the very core and substance 
of culture. I believe with Emerson: ‘‘A man exists for culture; 
not for what he can accomplish, but for what can be accomplished 
in him.”” I may say, in passing, that true culture cannot be 
selfish and sordid. Culture that is worthy of this day must 
express itself in service. That word has fallen into disrepute in 
recent years, not because the idea is disreputable, but because it 
has become a kind of sentimental cant among superficial business 
men. And yet construed in a high, fine way, service is inseparable 
from culture. 

There is wide clamor nowadays that culture shall be practical. 
This is not new; the oldest education of which we have knowledge 
was eminently utilitarian. Herodotus, that inveterate old 
gossip, speaking of education among the Persians, says: ‘‘ From 
the age of five to that of twenty they teach their children three 
things alone—to manage a horse, to use the bow with dexterity 
and to speak truth.” 
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And while I have spoken rather disparagingly about studies 
that are purely vocational, solely designed to enable persons to 
earn withal to buy the bread that perisheth, neverthless there is 
much merit in the demand that studies shall be related to active 
life and actual conditions, and that culture shall be not merely 
decorative but practical. 

I have dwelt long upon the definition of culture and have can- 
vassed its many aspects. For myself I am ready to accept all 
these contributions to the definition and to say that so far as I am 
concerned I am willing to define culture in the widest, most in- 
clusive terms. I like the definition of James Freeman Clarke, 
who says: ‘‘Education, in the true sense, is not mere instruction 
in Latin, English, French or history. It is the unfolding of the 
whole human nature. It is growing up in all things to our highest 
possibility.”” Or that definition given by W. K. Brooks in his 
book, Law of Heredity: ‘‘Culture in its widest sense is, I take it, 
thorough acquaintance with the old and new results of intellec- 
tual activity in all departments of knowledge, so far as they con- 
duce to welfare, to correct living and to rational conduct.”’ 

The other day I came across a vital distinction between in- 
struction and education, while browsing through that ancient 
compendium of ideas, Chambers Encyclopedia. The writer said: 
‘‘Education is the effort to bring out all the faculties of man in a 
healthy way. Instruction is the mere communicating by one 
person of what he knows to another. Education keeps in view 
the entire individuality of the person and aims at awakening all 
the powers of the person being educated.” 

Summing up, Herbert Spencer said a great word: ‘‘ Taken in its 
indirect sense, culture means preparation for complete living. 
Acquisition of fitness for carrying on the business of life is pri- 
marily a duty to self, and secondarily a duty to others.” 

In passing let me say that I do not mean that culture of this 
lofty definition can be had only in the schools. Some of the 
most cultured gentlemen I have known had had the benefit of 
very little academic training. Speaking of the immortal Wash- 
ington, Bancroft declares: ‘‘His culture was altogether his own 
work, and he was in the strictest sense a self-made man; yet from 
his early life he never seemed uneducated.”’ 

Now having thus comprehensively defined culture, I am willing 
to assert that accountancy studies, properly understood, and 
earnestly pursued, are well calculated to provide this splendid 
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culture. There is a popular fallacy that an accountant should 
have what is known as a mathematical mind—that is, he must 
be expert with figures, be able to perform prodigious feats in addi- 
tion and multiplication, have a deep knowledge of the esoteric 
meaning of profound mathematical formulas and be a presti- 
digitator of numbers. Thisisa graveerror. Nowadays, calcula- 
tions and computations are done by machines operated by twenty- 
dollar clerks. Uncanny mastery of the symbols of quantity 
may make a good actuary or professor of mathematics, but such 
expertness bears no necessary relation to public accountancy. The 
lightning calculator is usually found on street corners with a black- 
board, making a precarious living selling books at ten cents each. 

Accountancy requires a philosophical mind. It deals with 
principles, standards, systems, procedures and the whole philoso- 
phy of business and of life. In the narrowest sense the account- 
ant deals with records, reports and statements, purporting to tell 
the story of a business, its history and present condition. He is 
called upon to interpret the meaning of these statements and 
diagnose the present health or disease in the industry. The knowl- 
edge of accounting and business law is, of course, fundamental, 
but it is only the beginning. It is the foundation upon which he 
must rear a superstructure. It is the gateway through which he 
passes to wide realms of other and more important knowledge. 

In the preparation of his financial statements it is necessary 
that he be acquainted with the whole body of knowledge concern- 
ing business and trade, in all its complexities and world-circling 
ramifications. It will be seen that the study of accountancy em- 
braces far more than bookkeeping and arithmetic. Before a man 
is qualified to discuss the balance-sheet of a great corporation, 
he must understand economics and the fundamental principles 
of trade and finance. He is no longer merely a producer of finan- 
cial statements—he is a consultant and interpreter and brings to 
his work a comprehensive understanding of the whole range of 
business organization and procedure. His audits presuppose a 
wide acquaintance with business customs. One accountant of 
my acquaintance was at one time supervising audits of a bank, a 
manufacturing concern, an oil-producing company, a wholesale 
grocery, a real-estate corporation, a building-and-loan institution 
and a trade union. 

The formulating of a cost system requires a knowledge of 
manufacturing processes, from the actual handling of the com- 


390 











Cultural Value of Accountancy Studies 








modity in its raw state to the finished article, with all the intri- 
cacies of factory organization and scientific management. Munic- 
ipal accounting necessitates a knowledge of civic history and 
reform. In fact, we are coming to realize that good government, 
which means honesty and efficiency, can be had only when the 
municipal accounts are scientifically organized. Income-tax 
procedure is an introduction to the history of taxation and requires 
an understanding of costs of government and political economy. 
Every item on the balance-sheet is a passage to a new world. 
The valuation of an advertising campaign leads one to a survey 
of the whole question of merchandising through the centuries. 
The valuation of copyrights, patents and trade names may 
demand a knowledge of foreign trade which again may necessitate 
an understanding of world-wide commercial geography. 

The accountant’s findings and recommendations must be put 
into definite form in a report and these reports require the 
mastery of terse, expressive English, which opens up a study of 
English literature. Business English can not be studied profitably 
apart from English literature as a whole. 

Thus it will be seen that specialized professional knowledge of 
accountancy must rest upon a broad foundation. Otherwise it 
becomes top-heavy and ineffective. Culture, as defined herein, is 
not only concerned with facts and the statement of facts, but 
carries the requirement of certain mental qualities which go to 
make up the temper and flexibility of the mind. Here again 
accountancy offers the finest discipline and training for the 
production of this high mentality. 

Mere expertness in accounting and related subjects does not 
make a first-rate public accountant. Unless he adds to his 
technical knowledge certain definite mental qualities he must 
forever fail of the highest professional rewards. My contention 
is that accountancy studies seriously and earnestly entered into 
tend to develop these qualities. Let us rapidly note them. 

Accuracy: ‘‘Is it so?” is the eternal interrogation before the 
accountant. Ruthlessly he rejects the error, the plausibility, the 
wish and the hope—that the ungarnished truth may stand 
revealed. In the pursuit of facts, buried perhaps in statistics 
or intentionally concealed in entries, vouchers and documents, 
the accountant’s training quickens capacities for analysis and 
research, thus developing concentration, pertinacity and precise 
logic. 


391 











The Journal of Accountancy 








Imagination: not mere fancy and reverie, but that constructive 
imagination that creates in the mind conditions unseen, that 
develops the inevitable conclusion from the given premise, that 
foresees results with unerring precision. 

Resourcefulness: no mere rule of thumb may be followed; 
every problem is an original one and while principles are im- 
mutable their application is capable of infinite variation. 

Rectitude: perhaps in no profession is integrity of mind and 
heart more imperative. 

Poise, balance, self-possession; tact, reticence, vigilance; these 
all are indispensable to the successful accountant and inhere in 
the very nature of his preparatory studies. 

Thus it will be seen that the student who diligently pursues his 
courses in accountancy, reading not only the literal words of his 
text-books but the finer lessons between the lines, and follows 
out the vital implications of the principles laid down, will find 
himself attaining and appropriating that splendid culture, defined 
herein, which is the fine flower, flavor and substance of all worth- 
while education. 
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EDITORIAL 


Few accountants have ever been better 
Edward L. Suffern. known by name and reputation in this 
country than Edward L. Suffern, whose 
death occurred on April 13th. Every friend of the profession will 
mourn the passing of one who was consistently a laborer for the 
cause of better accountancy, and one whose influence upon the 
upbuilding of high professional status was almost without equal. 
Mr. Suffern died at his home in North Plainfield, N. J., at the age 
of 80 years. He was born in Brooklyn, and educated in the 
schools there. During the civil war he served as chief signal 
officer of the ship Monticello in the union navy. He was one of 
the first to enter the professional practice of accountancy, and he 
retained active interest in his work until a few days before his 
death. He was president at one time of the New York State 
Society of Certified Public Accountants. At various times he 
lectured for Cornell university, Dartmouth college and other 
educational institutions. One of his most noteworthy services to 
the profession was his presidency of the American Association of 
Public Accountants from Ig10 to 1912. At the time of the 
formation of the American Institute of Accountants, which 
succeeded the American Association, Mr. Suffern was elected to 
the council and served until 1923. Professionally, he was a man 
of fine ideals, untiring energy and great breadth of vision. Per- 
sonally he was a very charming gentleman, gracious and alto- 
gether lovable. We deeply mourn his passing. 


There seems to be an unfortunate 
tendency, manifest in recent advertise- 
ments of proposed flotation of securities, 
to adopt a form of expression in regard to the audit of accounts 
which may be utterly misleading and at the best is entirely 
meaningless. For example, an advertisement states that the 
accounts have been audited by Doe & Atkins, but nothing is said 
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as to the nature of the investigation made by this supposititious 
international firm, nor is there any indication given as to the 
contents of the certificate or report of the auditors. The cus- 
tomary formula is a letter from the president of the corporation 
to the investment bankers explaining that the history and 
prospects of the corporation are satisfactory. Not unnaturally 
the views of the president are optimistic. There is, however, 
a feeling that there should be some impartial expression of 
opinion and accordingly the name of the auditors of the company 
is given. To the casual reader it may seem that the mere fact 
of audit is necessarily an indication of merit, but indeed a state- 
ment such as that described might be made in the case of a cor- 
poration whose fiscal condition and prospects had been scathingly 
criticized by the auditors. If the opinion of the accountants 
be not given in its entirety the engagement of an auditor has 
no significance. Indeed, the careful analyst might go further 
and come to the conclusion that if the auditors’ opinions are 
withheld there may be something in them which would be inimical 
to the successful flotaticn of securities. Some accountants have 
gone to the extent of printing on all stationery a requirement 
that there shall be no quotation from their report unless the 
report be quoted in full. If it be desired that the finding and 
recommendations of the auditors be somewhat abbreviated for the 
sake of convenience, a condensed statement is frequently prepared 
which may be used for purposes of publicity. Against this there 
can be no serious objection, although the ideal condition is a frank 
and full reproduction of all that the auditors have had to say. 
In general the publication of the bare fact of audit is not the 
fault of the auditors but rather of the investment bankers or of the 
corporation about to issue securities. The auditors are usually 
more sinned against than sinning in this matter of incomplete 
information. 
In some cases, however, the fault of 
Weasel Words indefiniteness rests upon the auditors 
themselves. Forms of certificate which 
might mean much or little were often with us in the past, but 
there is gratifying evidence of a steadily increasing clarity in 
report and certificate. However, we are not yet entirely rid of 
the certificate which would come under the Rooseveltian descrip- 
tion ‘‘ weasel words’’—words which suck the meaning out of the 
body of the document. Quite lately a prospectus has been issued 
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by two well-known and reputable firms of investment bankers 
preparatory to an issuance of common stock. The announcement 
describes the management, history, assets, earnings, dividends, 
etc., and then presents what is described as a “preliminary 
balance-sheet’’ to which is appended a certificate to the following 
effect: ‘‘We have practically completed our examination of the 
books of account and record of ...asof..., and we have 
prepared therefrom the foregoing preliminary balance-sheet after 
giving effect to transactions to be consummated as above stated.”’ 
The transactions mentioned are “the sale of real estate and 
additional common stock for cash’’ which seems a rather in- 
definite and inadequate description. 


Certificate Should One wonders why it is necessary to 
Be Definite present a preliminary balance-sheet, 

and what degree of responsibility the 

auditors contemplate assuming. If, upon completion of the 
examination, facts not disclosed in the preliminary statement 
were discovered, would the accountants be able to repudiate all 
responsibility of any misconception which might follow the 
publication of the preliminary statement? In the particular 
instance under review there seems to be no reason to believe that 
the financial affairs are other than satisfactory—but that is not the 
point. An accountant’s certificate should be absolutely definite 
and it should be so worded that the responsibility properly 
attaching to an auditor may be assumed. We are not at present 
chiefly concerned with the vexed question as to the propriety of 
balance-sheets giving effect to proposed financing. That is a 
subject upon which much has already been said and written. 
But the general opinion seems to be that, in the interest of a full 
understanding by the public, statements based upon future de- 
velopments should be worded so carefully and clearly that miscon- 
ception by any reasonably intelligent person would be impossible. 


In passing it may be well to refer to a 
report presented at a meeting of the 
American Institute of Accountants by a 
special committee appointed to codéperate with credit men of banks. 
In that report appeared the following comment and suggestion 
in regard to statements giving effect to proposed financing: 


Statements Reflecting 
Proposed Financing 


The accountant should not certify a statement giving effect to trans- 
actions contemplated but not actually entered into at the date of the 
certificate, with the sole exception that he may give effect to the proposed 
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application of the proceeds of new financing where the application is 
clearly disclosed on the face of the statement or in the certificate and the 
accountant is satisfied that the funds can and will be applied in the manner 
indicated. It is not necessary that the precise liability shown in the 
balance-sheet before adjustment should actually be paid out of the 
new money. It is sufficient, for instance where the balance-sheet before 
the financing shows bank loans, if the proceeds are to be applied to bank 
loans which are either identical with or have replaced the bank loans 
actually outstanding at the date of the balance-sheet. Ordinarily, how- 
ever, the accountant should not apply the proceeds of financing to the 
payment of current trade accounts payable, at least not against a normal 
volume of such current accounts payable, because there must always be 
such accounts outstanding and the application of new moneys against the 
outstandings at the date of the balance-sheet results in showing a position 
which in fact could never be attained. The accountant may usually 
best satisfy himself that the funds will be applied as indicated by getting 
an assurance from the issuing house on the point. 

In any description of a statement or in any certificate relating thereto 
it is desirable that the past tense should be used. It should also be made 
clear that the transactions embodied have been definitely covered by 
contracts. 

When the accountant feels that he cannot certify to such a hypothetical 
statement, probably because of the length of the period which has elapsed 
since the accounts have been audited, he may be prepared to write a 
letter, not in certificate form, stating that at the request of the addressee 
a statement has been examined or prepared in which effect is given, in his 
opinion correctly, to proposed transactions (which must be clearly speci- 
fied). Such letters should be given only in very special cases and with the 
greatest care. 

The committee illustrates the special form of statement and certificate, 
and also of the letter coming within the terms of rule* IV, as follows: 


Form of balance-sheet and certificate where conditions laid down in rules* 
I and II have been met. 
A. B. C. COMPANY 
BALANCE-SHEET 
December 31, 1922 


(Giving effect as at that date to the sale of $5,000,000 first mortgage bonds 
since consummated and the application of the proceeds in part in reduc- 
tion of liabilities.) 

Assets 


Liabilities 


We have examined the books and accounts of the A. B. C. Company 
for the year ended December 31, 1922, and the agreement dated March 2, 
1923, for the sale of $5,000,000 first mortgage bonds, and we certify that 
the above balance-sheet is, in our opinion, a fair and accurate statement 
as of December 31, 1922, of the financial position of the company, giving 
effect at that date to the provisions of the agreement mentioned. 


New York, March 2, 1923 


Returning to the prospectus which is 
the text of our earlier comments, it may 
be said that the time seems ripe for 
definite action by the American Institute of Accountants to dis- 


The Accountant’s 
Duty 


* The rules to which reference is made appear in an earlier portion of the committee’s report. 
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courage and, if possible, prevent certificates in such indefinite 
form. The auditors in that matter are not members of the Amer- 
ican Institute of Accountants and therefore not within its juris- 
diction, but unfortunately there have been other cases of ambigu- 
ous certificates with which the Institute could properly concern 
itself. Rules founded upon the fundamental principles of 
frankness would probably meet with the instant approval of 
practically the entire membership of the Institute. If the organ- 
ization were to write such rules it would at least place the public 
on notice that vagueness is not to be tolerated by the professional 
body, and this in time would lead to a public demand that there 
should be definiteness and the clear assumption of responsibility 
by every accountant giving certificates in regard to financial 
condition. If accountancy is to occupy its just place in the 
scheme of things it must never lay itself open to the charge of 
quibbling or ambiguity. The accountant’s duty is to ascertain 
the truth and tell it so that all who read or listen may understand. 


A correspondent seems to be per- 
turbed in mind as to what fees he may 
properly charge for his professional 
accounting services. The subject is as old as accountancy 
and a definite answer will probably never be forthcoming. 
It is undoubtedly true that many accountants are at a loss 
to determine what value they may place upon their service 
and what amount of fee can be expected from their clients. 
There is a small number of accountants who would answer the 
question quite glibly: It should be as much as the traffic will 
bear. The activities of such practitioners are anything but con- 
ducive to the establishment and maintenance of that high esteem 
in which the profession should be held. There is probably a 
certain amount of force in the argument that some clients can 
afford and can reasonably be expected to pay higher fees than 
would be convenient for other clients; but the great point is the 
intrinsic value of the time, ability and effort which the accountant 
devotes to the work in hand. In the course of a rather long letter 
in which the correspondent cites cases which have been pecuni- 
arily gratifying to clients, he says: 


The Old Question 
of Fees 


The subject of what are and what are not proper fees for accounting 
service crops up in this locality at frequent intervals. 

The matter is complicated by the fact that there are all sorts of stand- 
ards of ability among the accountants in practice. . . . 
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Accounting service hereabouts may be said to include three principal 
lines of endeavor. These are: 


(a) The study of the past history and the future prospects of some 
enterprise, after an audit, for the purpose of putting the possi- 
bilities of the enterprise before bankers and investors for the 
purpose of obtaining capital, and obtaining said capital as the 
result of the accountant’s testimony. . 

(b) The usual sort of federal income-tax practice which comes to the 
accountant from his regular clients without solicitation. 

(c) The usual balance-sheet audit, or the complete audit as the case 
may be. 

In the lettered paragraphs there is a fairly complete epitome of 
accounting practice. The great bulk of work devolving upon an 
accountant in the ordinary conduct of his profession will fall 


under one or more of the three descriptions given. 


The question of compensation for the 
preparation of tax returns or the review 
of returns already made differs radi- 
cally from other departments of an accountant’s work. Com- 
pensation based upon time expended is not appropriate in tax 
practice, and there is a tendency to set up some other measure of 
payment. In this class of work the greatest temptation to con- 
tingent fees is met, and it requires a clear perception of ethical 
principles to induce the accountant to abstain from engagements 
on a contingent basis when the client himself often makes the 
proposition that the fees shall depend upon the amount of tax 
saved or recovered. The American Institute of Accountants has 
taken an absolutely firm stand against all contingent fees, and 
the great majority of practitioners will observe the rule. The 
reasons leading up to the adoption of this regulation have been 
discussed and explained many times. It is simply a question of 
placing definite value upon services rendered. The amount of 
saving to the client does not affect the value of the accountant’s 
time or ability. He renders a service for which he is entitled 
to just compensation and whether his efforts succeed or fail 
has no bearing upon the worth of his time and talents, the com- 
modities which he offers for sale. 


Tax Practice 
is Different 


In the earlier days of accountancy 

Changing the Basis the commonly accepted method of 
charging for services was at a certain 

rate per diem. It is a simple matter to charge for the time con- 
sumed by the number of men employed, and this procedure is 
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generally followed even at the present time. Probably nine- 
tenths of accounting engagements are conducted on the day-rate 
basis. Quite lately there has been evidence of an inclination to 
charge a retainer plus a certain sum to be determined by the 
number of men employed and the time occupied. In this account- 
ants are following somewhat in the footsteps of the legal profes- 
sion. There is, however, a further development which brings 
accountancy and law more closely together. It is due in large 
part to the experience obtained in income-tax practice and to 
the increasing engagement of accountants to render advisory 
service for which, of course, per-diem charges would be ridiculous. 
The whole subject of accountants’ fees is undergoing review and 
adjustment, but we have not yet reached the point at which a 
general principle can be enunciated. We shall never reach the 
point where a fixed rate of fee can be adopted universally. 


The letter which is the text for these 
comments emphasized the difficulties 
which are encountered in the less popu- 
lous parts of the country as compared with practice in the large 
cities. Fees which would appear reasonable to an accountant in 
Chicago would seem excessive to the client in some of the remote 
sections of the country. Thisis altogether natural. The country 
physician does not expect to receive the fees which are customary 
in the city, and this has no bearing upon the comparative abilities 
of different practitioners. As a matter of fact, the country physi- 
cian often has a wider experience and may have greater profes- 
sional knowledge. It is simply a question of conditions. The 
same thing is true in regard to the legal profession. A lawyer in 
New York would look with disdain upon a fee which would seem 
munificent to his professional brethren at the back of beyond. 
Consequently the small-town accountant must reconcile himself 
to the conditions in which he practises, and, while he looks with 
awe and envy upon accounting fees of which he hears rumors, he 
can not expect that the business men of his community will regard 
favorably a scale of fees which seems proper in the great centesr 
of population. The profession is working gradually toward 
something which may be accepted as a standard basis of fees. 
In time there will be general recognition of this basis, whatever 
it may be. After that the problem will be merely the application 
of the principle upon which professional fees are fixed. 
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‘ws In the course of an interesting letter, 
Examination Answers : ; Peg 

Not Official which appears elsewhere in this issue of 

THE JOURNAL OF ACCOUNTANCY, Paul- 

Joseph Esquerré expresses the opinion that students as a whole 
regard the answers to the Institute examination questions, printed 
from time to time in the Students’ Department, as official expres- 
sions of the board of examiners. We hope that Mr. Esquerré’s 
experience in this matter is unique. The board of examiners has 
very clearly explained its position in regard to official answers, 
and it has never permitted the publication of any of them. The 
editor of the Students’ Department prepares his own answers and 
solutions and at the beginning of every article dealing with the 
subject he distinctly affirms that the answers are not official. 
There does not seem to be any reason why these repeated asser- 
tions should fail to impress themselves upon the mind of the 
reader. Possibly the fact of publication in the official magazine 
of the American Institute of Accountants is the reason for such 
misconception as that to which Mr. Esquerré refers. We regard 
the answers prepared by Mr. Finney as a valuable contribution 
to the literature of accountancy, and it is quite possible that in 
many cases his opinions are the same as those of the board of 
examiners, but there are instances in which Mr. Finney differs 
from the board. Asa matter of fact, in many instances the board 
of examiners has no hard and fast answer. The board does not 
confine itself to a word-perfect repetition of an answer prepared 
by theboard. The intention is to give credit for accounting ability 
and intelligence displayed and it is quite likely that there may be 
different opinions, all of which will deserve some credit. Further- 
more, as has frequently been said, there are many accounting 
questions upon which no two accountants would absolutely agree. 
When such matters as these are included in examination papers it 
is with the purpose of permitting the applicant to demonstrate 
his reasoning capacity and his knowledge of general principles. 


In the March issue of THE JOURNAL 

“What is Practice?”” oF ACCOUNTANCY a letter from a cor- 
respondent in Arizona was the subject of 

editorial comment. In brief the argument of the correspondent 
seemed to be that public accounting experience should not be a pre- 
requisite totheC.P.A.certificate. Inreply weexpressed the opinion 
that no one except a public accountant should receive a certificate 
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as a certified public accountant. Our correspondent now returns 
to the charge and explains that his intentions were misunderstood. 
He says that followers of accountancy should be classed as follows: 


Public accountants Private accountants 
Certified Non-certified Should be certified Non-certified 


He then proceeds: 


“The class which I am principally referring to is and are certified ac- 
countants, leaving out the word public. There has been a call of long 
standing for certified accountants, meaning men who have not only 
learned a professed calling, but have been examined therein by the board 
established therefor in their particular state. Too often it has been the 
sad experience of concerns turning over their books to men of good recom- 
mendations from their mutual friends, who later turned out incompetent. 
Had their learning been sufficient to pass a state examination as certified 
accountant, he would not have needed his friends’ recommendation, 
he would have been certified as competent because of his year-long study 
preparatory to his passing the examination. Such certificate would stamp 
the holder as the higher type of man looked for by such particular concern 
and would entitle him to receive a much larger salary than he would 
perhaps dare ask for ordinarily unless again ‘pull’ helped him. .. . 
I am very desirous of a strict and thorough examination in order to de- 
termine an accountant’s fitness for a certificate, but I also believe that 
when a student and worker in the profession of accountancy has reached 
the point where he can pass such examination he should be given his 
certificate the same as he would receive his certificate or degree as a bache- 
lor of law, and that nothing should keep him fromit. . . . Accountancy, 
the profession which I have entered, and which is as dear to me as it must 
have been to the pioneers of forty years ago, must be made not a hard and 
unfeeling sword separating the few lucky ones who can earn a living in 
a public accounting office from the thousands that can not, but must be 
made a worth-while goal that may be reached by all who desire to give to 
it their life’s best and who are willing to have their knowledge tested.” 


This letter is interesting, but we are unable to see that it has any 
effect upon the argument that it is anomalous to call a man who 
is not a public accountant by a designation which in itself implies 
public practice. That was the whole substance of the editorial 
comment which appeared in the March issue. It is the fixed 
belief of most practitioners that the word public should be rigidly 
confined to those who are in public practice. Indeed, our cor- 
respondent by his suggestion that men engaged in private employ- 
ment should be called certified accountants rather than certified 
public accountants indicates an acceptance of this dictum. 


cari But why should we have a further 
Complication Should ie 

: complication of an already complex 

Be Avoided ‘ . ; 
situation? There are so many designa- 
tions of accountants now that the casual public can not be 
expected to understand what all the terminology means. And 
furthermore, why should there be a particular designation for 
men in privateempioyment? They are not offering their services 
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to the public and there seems to be no valid reason why they 
should wish to have some official indication of ability. If they 
have been graduated from accounting schools and have had a 
sufficient amount of experience in corporation or other private 
employment their abilities will be known to their employers and 
the addition of a degree or certificate may be personally gratifying 
but, beyond that, valueless. 


In the correspondence columns of this 
issue of THE JOURNAL OF ACCOUNTANCY 
there is a letter from John Y. Richard- 
son which clearly expresses an opinion which is probably held by 
the majority of professional practitioners in regard to the use of 
the designation ‘‘certified public accountant.’’ The letter from 
our Arizona friend which is now the subject of comment does not 
answer the plain logic of Mr. Richardson’s letter, nor does it offer 
a solution of a problem which seems to exist chiefly in imagina- 
tion. The whole question may be summed up in a phrase: public 
means public. 


New York Bill 
Does Not Pass 


Public, a Word of 
Plain Meaning 


The New York state legisiature in 
its dying hours put to death the bill 
which had been introduced providing 
for restrictive legislation in regard to accountancy practice. 
The bill passed the assembly without difficulty and its many 
friends among the practitioners in New York looked forward with 
a great deal of hopefulness to its enactment, but at that point 
some bright mind conceived the idea that a rider should be added 
to the bill which would extend recognition as certified public 
accountants to employees of the bureau of internal revenue. 
This was a case of putting too many riders on the back of one 
steed. The animal broke down. If the bureau of internal 
revenue was to obtain this privilege for its employees why should 
not the employees of state departments be equally blessed? This 
thought occurred apparently to some of the legislators. If we 
must adhere to our metaphor, a long queue of riders stood ready 
to mount, and in consequence the procession did not start. A 
committee of the senate allowed the bill to die without report. 
So ends another effort to bring about restrictive legislation in 
New York. At the time of the first effort in 1924 the bill passed 
the legislature but was vetoed by the governor. It had many 
enemies. This year it seems to have suffered from too many 


and ingenious friends. 
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We are entering on one of the periods 
An Opportunity of the year to which accountants gen- 
erally do not look forward with any 
great amount of satisfaction. The annual audits are to a con- 
siderable extent completed. Tax returns have for the most part 
been prepared and filed. Some investigations there will undoubt- 
edly be, for financings to be carried through before the summer 
vacations set in. The period is one for recuperation. But with 
all of the problems so recently dealt with still clearly in mind, the 
season presents a possibility unequaled at any other time through- 
out the year. It is magnificent opportunity to write an article 
for the JOURNAL! 
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EDITED BY STEPHEN G. RusK 


The United States board of tax appeals ruled in a case (B. T. A. decision 281, 
docket 802) that where a portion of an employee’s salary had been credited to 
his account on the books of his employer the amount credited was not taxable 
income to the employee unless it was available to him. A reading of the entire 
decision reveals that because of the financial condition of the employer the 
employee’s salary was not available. 

In another case (B. T. A. decision 298, docket 553) the board held that a 
dividend declared in 1917, and credited to the stockholders’ accounts in that 
year, although it was to be paid when and as directed by the officers or directors, 
was to be regarded as a distribution in the year in which the dividend was de- 
clared. It appears that the corporation's financial condition was such that the 
dividends could have been paid in 1917. Upon a casual reading of the two 
foregoing decisions it would appear that there was some conflict in the two 
decisions but a more careful reading reveals that in one case the salary though 
credited to the employee was not available for his uses because of the financial 
position of the employer, and in the other it is presumed the dividends credited 
to stockholders’ accounts in the books were available to them because the 
earnings in the year in which the dividend was declared were sufficient to make 
them available. It does not appear in the record of this case, however, that the 
earnings of 1917 had become sufficiently liquid to render a distribution possible. 
As the record shows that the corporation had sustained losses in the two next 
preceding years to 1917, it would appear a probability that the earnings of 1917 
could not have been transformed in such a manner that year as to render the 
dividends credited to the stockholders in 1917 available for their uses in that 
year. 

The question as to whether or not compensation of employees of a munici- 
pally owned utility for services they render to it is taxable income seems to be 
unsettled. The conflict in two court decisions as to this question was pointed 
out in these columns in last month’s issue. Another court decision has been 
made which seems to complicate the solution of this question, and it is probable 
that the final adjudication will not be had until a court of last resort has passed 
upon it. In the case of Seatile et al. v. Poe, Collector et al, tried in U. S. district 
court, D. Washington, N. D., it was held that “ proceedings for the collection of 
income taxes on compensation of employees of a municipally owned street- 
railway system will not be enjoined.” The court points out that ‘‘to attempt 
to tax a state highway, with its bridges and ferries, which are absolutely es- 
sential to the freedom and liberty of its citizens, is a vastly different thing in its 
principle from the taxation of the income of individual employees of a municipal 
street-car system, operated as a business upon the state’s highways.” 


SUMMARY OF RECENT RULINGS 


Where a partnership has become bankrupt, the government’s claim for taxes 
assessed against the individual members of the partnership is not to be paid 
prior to the payment of partnership creditors. (U.S. supreme court decision 
in U. S. v. Kaufman; U. S. v. Coxe.) 


404 











Income-tax Depariment 








A lessee of a mine holding a lease upon a royalty basis and sub-leasing to 
another upon a royalty basis is entitled to a depletion deduction under the act 
of — (U. S. supreme court decision in case of Lynch v. Alworth-Stephens 
Co. 

A taxpayer, owner in fee of land, who leased the same for the purpose of 
exploration for oil and gas, is not entitled to deduct an amount as cost to him of 
the leasehold estate. (B. T. A. decision 265, docket 720.) 

A balance remaining in capital account representing the cost of an exclusive 
business privilege may be deducted from gross income as a loss in the year in 
which the privilege is terminated. (B. T. A. decision 269, docket 747.) 

A corporation which acquired patents from a stockholder and agreed to pay 
a sum each year based upon the profits therefrom, and at the same time in- 
creased its capital stock without any reference to the patents is not entitled to 
include any amount in its invested capital representing the estimated value of 
the patents. (B. T. A. decision 274, docket 346.) 

A taxpayer who consistently charged to expense over a period of years the 
cost of molds and patterns is not entitled to amend his books of account and 
charge the cost to capital account and deduct depreciation thereon. (B. T. A. 
decision 274, docket 346.) 

Salary credited to employee on the books of a corporation is not taxable 
unless it is available for the use of the employee. 

Acceptance by an employee of non-par-value shares of stock of a corporation, 
that has no market value, in consideration for settlement for unpaid salary and 
for advances to corporation does not result in taxable income to employee. 
(B. T. A. decision 281, docket 802.) 

A resolution of the board of directors of a corporation directing that a surplus 
fund be placed to the credit of the stockholders ‘‘to be paid to the stockholders 
when and as directed by the officers or directors” constitutes a dividend at the 
time the resolution was passed. 

A dividend declared by a corporation in 1917, prior to August 6th of that 
year, out of March 1, 1913, surplus is not taxable to its stockholders as income. 
(B. T. A. decision 298, docket 553.) 

Where the taxpayer’s sole witness admits that a portion of his testimony was 
false, the board may regard all of his testimony as having no weight in estab- 
lishing error on the part of the commissioner in determining a deficiency. (B. 
T. A. decision 314, docket 1213.) 

Where the corporate stock is so closely held that it can not be valued upon the 
basis of sales in the open market, its value will be determined upon the basis of 
assets and earnings. (B. T. A. decision 320, docket 1337.) 


TREASURY RULINGS 
(T. D. 3682; March 9, 1925) 
Income tax—Revenue act of 1918—Decision of court 


1. INCOME—DIVIDENDS—ALLOCATION. 

Section 201 (e) of the revenue act of 1918, providing that “‘any distribution 
made during the first 60 days of any taxable year shall be deemed to have been 
made from earnings or profits accumulated during preceding taxable year,” 
applies to the returns of corporations and not to the returns of individuals. 


2. SAME—RATE OF TAXATION. 


Taxable dividends received by individuals during the first 60 days of the year 
1918 are taxed at the rates prescribed by the revenue act of 1918. (Art. 1542 
of Regs. 45 sustained.) 

The following decision of the United States court of claims in the case of 
Thomas M. Adams v. The United States is published for the information of 
internal revenue officers and others concerned. 
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Court oF CLAIMS OF THE UNITED STATES 
Thomas M. Adams v. The United States 
(Decided February 9, 1925) 

Downey, judge, delivered the opinion of the court: 

The plaintiff made an income tax return for the year 1918 in which he segre- 
gated dividends to the amount of $83,647, received during the first 60 days of 
1918, from $51,097 of dividends received during that year, but subsequent to 
the first 60 days, and computed his income tax on the basis of the application to 
the first-named amount of the rates provided by law for the year 1917. The 
commissioner of internal revenue, holding that the entire income from dividends 
received during 1918 was subject to the prescribed rates for that year, levied an 
additional tax to the amount of $28,245.10, which plaintiff paid under protest 
and seeks to recover here, having first duly presented to the commissioner a 
claim for refund. 

Plaintiff's reliance is upon paragraph (e) of section 201 of the revenue act of 
February 24, 1919 (40 Stat., 1057, at 1060), which, in part, is as follows: 

“‘(e) Any distribution made during the first 60 days of any taxable year shall 
be deemed to have been made from earnings or profits accumulated during pre- 
ceding taxable year; . . .” < 
And the contention is that the surtax on the dividends received by the plain- 
tiff during the first 60 days of 1918 should have been taxed at the 1917 rate. 
The question is purely one of statutory construction without complications 
otherwise arising. 

Section 201, subhead “dividends,” appears, like the preceding section, under 
the head “general provisions,’’ and, while section 200 bears the subhead 
“‘definitions,”’ it is apparent that section 201 is also definitive in character and 
does not attempt to deal with applicable rates. 

We are mindful of the established rules cited by counsel as to the construction 
of taxing statutes and if there were no room for the application of paragraph 
(e) otherwise than to the matter of applicable individual rates they would 
perhaps be of some force in determining construction, but that condition cer- 
tainly does not prevail. 

There is abundant application for the paragraph in question under the vari- 
ous provisions of the revenue act having to do with the returns by corporations 
of their fiscal affairs, so evident that a review seems wholly unnecessary, to 
which it may be added that the language of the paragraph applies itself natu- 
rally to the fiscal affairs of the corporation paying the dividends and not to the 
individual receiving them. The provision must certainly mean that “any 
distribution,” referring necessarily to a distribution made by the corporation 
as dividends, within the first 60 days of any taxable year, shall be deemed, so 
far as the corporation is concerned, to have been made from the earnings or 
accumulated profits of a preceding year, and we find no room for its application 
to the individual income tax return of the recipient of those dividends. Ex- 
tended discussion seems unnecessary. 

We conclude that the plaintiff is not entitled to recover and have accordingly 
ordered that his petition be dismissed. 


(T. D. 3677, February 27, 1925) 
Income tax—Revenue act of 1921—Decision of supreme court 
1. IncomME Tax—INCOME From Exports—CONSTITUTIONALITY. 


An income tax levied upon net income from the business of exporting goods 
from the United States and selling such goods in foreign countries is not a tax 
laid on articles exported from any state in violation of article I, section 9, 
clause 5, of the constitution of the United States. 


2. SAME—REVENUE ACT OF 1921—CONSTITUTIONALITY. 


An income tax levied under the revenue act of 1921 upon net income from 
the business of exporting goods from the United States and — them in 
foreign countries, even though the act be construed as exempting from such 
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tax the income of foreign corporations from like sources, does not deprive the 
taxpayer of his property without due process of law in violation of the fifth 
amendment to the constitution of the United States; nor does such a tax violate 
the rule of uniformity. 

The appended decision of the Supreme Court of the United States in the 
case of National Paper & Type Co. v. Frank K. Bowers, Collector, is published 
for the information of internal-revenue officers and others concerned. 


SUPREME COURT OF THE UNITED STATES. No. 320—OcTOBER TERM, 1924 


National Paper & Type Co., plaintiff in error v. Frank K. Bowers, Collector of 
Internal Revenue for the Second District of New York, 


In error to the District Court of the United States for the Southern District of 
New York. 


(December 15, 1924) 


Mr. Justice McKenna delivered the opinion of the court. 

The case, displayed by the amended complaint, omitting verbal circum- 
locutions, is as follows: Plaintiff (plaintiff in error here) is and was at all of the 
times mentioned a corporation organized and existing under the laws of New 
Jersey. It is engaged in New York in the business of exporting, which is 
defined to be the purchase of personal property within the United States and 
the sale thereof without the United States, and has under the revenue act of 
1921 been required to pay an income tax on its net income, part of which is 
derived from such foreign business. 

At the same time and times there were foreign corporations engaged in like 
business of buying personal property within the United States and exporting 
and selling it without the United States. Under sections 217 and 233 of the 
revenue act of 1921 these corporations were wholly exempted from payment 
of the tax on the net income or profits accruing or derived from such business. 

On the 15th of March, 1922, the defendant (defendant in error here), being 
collector of internal revenue, and acting as such, in pursuance of sections 230 
and 205 of the revenue act of 1921, demanded of plaintiff the sum of $4,203.91, 
as due and payable from the plaintiff as one-fourth part of its income tax for 
the fiscal year ending March 31, 1921—that is, for the months of January, 
February and March, 1921—and threatened to enforce payment of that sum 
together with penalties and interest thereon provided for by the laws of 
congress. 

Plaintiff, on the 15th of March, 1922, solely to prevent distraint and sale of 
its property, and protesting that no tax was due, and that defendant was 
without authority to exact or collect the same or any part thereof, paid the 
tax. 

On or about the 6th of December, 1922, plaintiff, in accordance with law, 
made a claim in writing to the commissioner of internal revenue and demanded 
the repayment of the tax on the ground that it was illegally assessed, that more 
than six months had expired since the filing of the claim for refund as provided 
for by section 1318 of the revenue act, and that no part of the claim had been 
remitted or repaid to plaintiff, or to anyone, for its account. This action was 
then brought against the collector. 

Judgment was prayed for $3,999.08, the amount of the tax. 

Motion was made by the district attorney to dismiss the amended complaint 
on the ground that it did not state facts sufficient to constitute a cause of 
action. 

The motion was granted on the authority of and upon the reasoning of 
National Paper & Type Co. v. Edwards, Collector of Internal Revenue (292 Fed . 
633). Judgment was formally entered dismissing the complaint upon the 
merits. 

To review this action and judgment, this writ of error is directed. The 
difference in treatment of domestic and foreign corporations in respect to busi- 
ness of sales in foreign countries, it is contended, is a “hostile discrimination 
and confiscation of property.” 
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To sustain the charge, plaintiff asserts that its business and that of foreign 
corporations is done under exactly the same circumstances and conditions and 
that the discrimination hence resulting offends the ‘‘due process of law” pro- 
vision of the fifth amendment. Cases are cited, and the deduction from them 
is declared to be that ‘‘our whole system of law is predicated on the general 
fundamental principle of equality of application of the law.” (Truax v. 
Corrigan, 257 U.S. 312.) 

Here the discrimination, if such it can be called, is in favor of foreign cor- 
porations in respect to taxation of earnings from business done in foreign 
countries. Clearly as to such business congress may adopt a policy calcu- 
lated to serve the best interests of this country in dealing with citizens or 
subjects of another country, and may properly say that as to earnings from 
such business, the foreign subjects or citizens shall be left to the taxation of 
their own government or to that having jurisdiction of the sales. Even if we 
were to concede, as we can not, that the fifth amendment in enjoining due 
process of law requires as part thereof equality of taxation, it certainly could 
not be held to apply to a subject matter not within this country. 

Regarding the purchase of articles of personal property within the United 
States and the mere fact of exportation therefrom, domestic and foreign cor- 
porations may be pronounced alike—may seem to be in the same relation to 
taxing legislation. But there is something else to consider, and its effect. 
There may be benefit in the inviting of foreign corporations into the United 
States—benefit in their investments and activities; and, as counsel for the 
government points out, the domestic corporation gets the power of the United 
States to protect its interests and redress its wrongs in whatever part of the 
world its business may take it. And as the government further points out, 
the foreign corporation must look to the country of its origin for protection 
against injury and redress of losses occurring in that and other foreign coun- 
tries, and not to the United States. The government, therefore, contends, and 
rightly contends, that domestic corporations are required to pay a tax on their 
incomes from all sources while foreign corporations are taxed only on their 
income from sources within the United States because, to repeat, only that 
income is earned under the protection of American laws. 

And we understand a further contention to be that the discrimination is the 
fact that makes the tax on plaintiff a direct burden on and impediment to its 
business of exporting, “‘in violation of paragraph 5 of section 9 of article I 
of the constitution of the United States, which provides that ‘no tax or duty 
shall be laid on articles exported from any state.’” The alleged discrimina- 
tion is said in some way to emphasize and increase the violation of that para- 
graph of the constitution. 

So far as the invocation of paragraph 5 depends upon discrimination, what 
we have said disposes of it; if it be independent of discrimination and based 

n the fact of a tax upon exports, it is completely answered and disposed 
adversely by Peck & Co. v. Lowe (247 U. S. 165), and needs no further 
comment. 

The difference in the legislation, we think, is constitutional and justified by 
the considerations which we have submitted. The judgment is affirmed. 
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EpITEpD By H. A, FINNEY 


The March, 1925, issue of THE JOURNAL OF ACCOUNTANCY contained, in the 
Students’ Department, a problem requiring the determination of manufacturing 
costs in a business which is subject to radical fluctuations in monthly produc- 
tion. The company deals in a product which has a large sale in warm months 
and a very small sale in cold months. Production tends to follow the sales 
requirements, so that production is large during the warm months and small 
during the cold months. However, the skilled labor required for the manufac- 
ture of the article is kept through the dull winter months so that it will be avail- 
able for the busy season. Consequently, while material costs vary with the 
quantity produced, the labor costs do not similarly fluctuate. Moreover, the 
overhead does not vary proportionately with the product. 

In order to make the problem intelligible to readers who do not have access to 
the March number of THE JouRNAL, the following facts are reprinted: 


Production Costs 
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1913: Number Material Labor Overhead Total Each 
Jan 100 $205 $975 $480 $1,660 $16.600 
SS 115 240 975 523 1,738 15.113 
Mar. 220 465 1,200 567 2,232 10.145 
Apr. 3,200 6,850 1,200 695 8,745 2.733 
May 4,600 9,720 1,350 865 11,935 2.595 
Se 5,950 11,600 1,350 715 13,665 2.297 
July...... 6,300 12,975 1,350 735 15,060 2.390 
pO Pe 6,750 13,820 1,350 685 15,855 2.349 
Sept 5,200 11,300 1,350 820 13,470 2.590 
Oct. 850 1,875 975 1,320 4,170 4.906 
Nov 300 770 975 730 2,475 8.250 
ree 140 325 975 640 1,940 13.857 

Total 33,725 $70,145 $14,025 $8,775 _ $92,945 2.756 

1924: 

Jan.. go $215 $975 = $515 $1,705 $18.944 
. ee 75 190 975 523 1,688 22.507 
Mar 250 640 975 580 2,195 8.780 
(PP Oee 3,720 8,625 1,250 628 10,503 2.823 
AE 4,360 9,485 1,250 965 11,700 2.683 
a 6,325 13,245 1,250 765 15,260 2.413 
July 6,720 14,820 1,250 730 16,800 2.500 
pO ee 7,310 16,280 1,250 685 18,215 2.492 
Sept 6,205 14,195 1,250 780 16,225 2.615 
Oct. 960 2,300 1,000 1,215 4,515 4.703 
Nov 412 1,120 1,000 805 2,925 7.100 
Dec 125 305 1,000 720 2,025 16.200 

Total 36,552 $81,420 $13,425 $8,911 $103,756 2.839 
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The company has been in the habit of preparing monthly profit-and-loss 
statements. The cost of sales shown in these statements has been determined 
as follows: Add the quantity in the opening inventory and the quantity pro- 
duced during the month; add the cost of the opening inventory and the total 
of material, labor and overhead entering into production during the month. 
Divide the total cost thus obtained by the total quantity (inventory plus 
production) to obtain an average cost. Multiply the number of units sold 
during the month by this average cost to determine the cost of goods sold, and 
multiply the number of units in the inventory at the end of the month by the 
same average cost to determine the value of the inventory at the end of the 
month. The result of this procedure during the year 1924 was as follows: 












































Average 
Quantity cost Cost 

January: Opening inventory...... 1,200 $5,619.60 
PUIEIIEIN sc occ cscsececs go 1,705.00 

ls otketiinnnae 1,290 $5.678 $7,324.60 

Cost of sales............ 120 5.678 681.36 

February: Opening inventory...... 1,170 $6,643.24 
POIs occ ccc ccacn 75 1,688.00 

al RT 1,245 6.692 $8,331.24 
eee 115 6.692 769.58 

March: Opening inventory...... 1,130 $7,561 .66 
ee 250 2,195.00 

0 ere 1,380 7.070 $9,756.66 

Cast of GRMB............ 856 7.070 6,051.92 

April: Opening inventory...... 524 $3,704.74 
ree 3,720 10,503.00 

Ditbehs osdetion« «: 4,244 3.348 $14,207.74 
ee arrrer 3,525 3.348 11,801.70 

May: Opening inventory...... 719 $2,406.04 
PRUE. nc ccc c cei 4,360 11,700.00 

EE kes ice Seca 8 5,079 2.777 $14,106.04 
eer ree 4,285 2.777 11,899.45 

June: Opening inventory...... 794 $2,206.59 
NINN. ys oss cares «0 6,325 15,260.00 
Raab acho > de 7,119 2.453 $17,466.59 

EOE, Saag ae © a 6,445 2.453 15,809.58 

July: Opening inventory...... 674 $1,657.01 
PrOGMCtION. .....225.5.. 6,720 16,800.00 
8S re ree 7,394 2.496 $18,457.01 
ee ree 6,256 2.496 15,614.98 

August: Opening inventory...... 1,138 $2,842.03 
I o. dcacwiave ene 7,310 18,215.00 

ae hhin binmieeeee 8,448 2.493 $21,057.03 

EP errr er 7,280 2.493 18,149.04 





Students’ Departmem 
































September: Opening inventory...... 1,168 $2,907.99 
yl Rr 6,205 16,225.00 

me Beereerrrerrreee 7.278 $2.595 $19,132.99 
re re 6,320 2.595 16,400. 40 

October: Opening inventory...... 1,053 $2,732.59 
PO orsos chess 960 4,515.00 

Wk Wied on DKS eR 2,013 3.600 $7,247.59 

COE. 6 tba chines 420 3.600 1,512.00 

November: Opening inventory...... 1,593 $5,735.59 
PIG. eos 5.88 412 2,925.00 

Pea wie’ ee Sas 2,005 4.319 $8,660.59 

ee eee er 325 4.319 1,403.68 

December: Opening inventory...... 1,680 $7,256.91 
Production.......... = 125 2,025.00 

ash Setiace: poh se dc 1,805 5.142 $9,281.91 

RAE UP IS 3. vccctsawe 260 5.142 1,336.92 

Closing inventory....... 1,545 5.142 $7,944.99 


It becomes apparent at this point that the use of this method results in a 
valuation of the December 31st inventory at $5.142 per unit, although the 
average cost of production during the year was only $2.839. 

The use of this method also results in profit-and-loss statements which are 
practically worthless, as will be apparent from the variations shown in the 
following statement. Sales throughout the year were made at a fixed price 
of $5.00 per unit. 


Statement of Gross Profit by Months—1924 


Quantity Selling Gross 

Month sold price Cost profit Per cent 
See 120 $600 . 00 $681.36 $81 . 36* 13.56* 
February........ 115 575.00 769.58 194.58* 33.84* 
ere 856 4,280.00 6,051.92 1,771.92"  41.40* 
pO eo 3,525 17,625.00 11,801.70 5,823.30 33.04 
Serre 4,285 21,425.00 11,899.45 9,525.55 44.46 
| SA Say 6,445 32,225.00 15,809.58 16,415.42 50.94 
PL da ek aks og 6,256 31,280.00 15,614.98 15,665.02 50.08 
, a errr 7,280 36,400.00 18,149.04 18,250.96 50.14 
September....... 6,320 31,600.00 16,400.40 15,199.60 48.10 
eer 420 2,100.00 1,512.00 588.00 28.00 
November....... 325 1,625.00 1,403 .68 221.32 13.62 
December....... 260 1,300.00 1,336.92 36.92* 2.84* 


The company wishes to prepare its monthly statements and determine 
its costs in such a manner as to regard the whole year as a unit, showing 
approximately the same rate of gross profit on sales made during the winter 
months as on sales made during the summer months; it also wishes to arrive 
at fair values for its inventory at the end of the year; and it wishes to give 
effect in its costs to fluctuations in material, labor and overhead costs as 
between years. 





*Loss. 
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If it were not for the fact that there are fluctuations in material, labor and 
overhead costs between years, it might be possible to determine the average 
cost of production in one year and apply this average cost to the sales of the sub- 
sequent years as a means of estimating the monthly costs of sales and gross 
profits. This would be better than the method followed by the company, 
because it would at least eliminate the violent fluctuations in the rate of gross 
profit which result from the use of the method adopted by the company. 

For instance, if this method were applied to 1924, the average cost of produc- 
tion for 1923 would be determined by dividing the total costs of production for 
that year, $92,945.00, by the quantity produced, 33,725 units, thus obtaining 
the average cost for the year, which was approximately $2.75. By using this 
average cost during 1924, the gross profit would be shown at $5.00 minus $2.75, 
or $2.25 per unit. The objection to this method, however, lies in the fact that 
the costs increased during 1924 to an average of $2.839, and if an average 
of $2.75 were used no consideration would be given to the gradually increasing 
costs. 

The proper procedure seems therefore to require a combination of two ele- 
ments: first, the adoption of an average cost, which will eliminate the violent 
fluctuations as between months, and, by viewing the year as a whole and assum- 
ing that excess costs incurred during the winter are to be absorbed in production 
during the summer, will result in a fairly uniform rate of gross profit throughout 
the year; and, second, the adoption of some expedient which, in computing the 
annual average cost, will give effect to changes in cost levels from one year to 
another. 

This can be accomplished by using a progressive average cost. That is to 
say, the cost of sales of each month will be estimated on the basis of the average 
cost for the last twelve months. In other words, the estimated cost of sales for 
January, 1924, will be based on the average cost of production for the twelve 
months ended January 31, 1924; the average cost of sales for February, 
1924, will be based on the average cost of production for the twelve months 
ended February 28, 1924; etc. The same averages will be used for the deter- 
mination of the inventory valuation at the end of each month. 

Such averages will give effect to increases or decreases in costs as between 
years, or at least will tend to do so. For if the costs in 1924 are larger than 
those of 1923, the elimination of the costs for January, 1923, and the inclusion of 
the costs of January, 1924, will tend to give effect to the cost increases in the 
average used for January, 1924. Of course, this method will not give effect to 
the complete increase because the average is affected by the lower costs of the 
months of 1923, but it would be dangerous to eliminate the months of the pre- 
ceding year because any increase in 1924 might be seasonal only. That is to 
say, an increase of costs in January, 1924, might not be followed by a propor- 
tionate increase throughout the whole of 1924, and it is probably better not to 
give effect to the entire increase in January than to run the risk of finding later 
that the increase in January represented a suddenly rising peak in the cost 
curve and not a portion of a steady increase in the curve. 

The following table shows the computation of the progressive average costs 
based on totals, including material, labor and overhead. The table begins 
with the computation of the average cost of production for the year ended 
December 31, 1923. The quantities and costs for January, 1924 are then 
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added, and the quantities and costs for January, 1923 are deducted, thus deter- 
mining the total quantity produced and the total cost of production during the 
year ended January 31, 1924. The averagecost for this twelve months’ period is 
then computed. The progressive averages for the year ended on the last day of 


each of the remaining months of 1924 are similarly computed. 


It will be noted 


that the table shows a steady, and almost uninterrupted, increase in the average 















































costs. 

COMPUTATION OF PROGRESSIVE AVERAGE COsT 

Quantity Total 

produced cost 
January to December, 1923........... 33,725 $92,945 
Add—January, 1924................. 90 1,705 
Rana re om WU 33,815 $94,650 
Deduct—January, 1923.............. 100 1,660 
Year ended January 31, 1924..... 33,715 $92,990 
Add—February, TOBK. ......cccsccceces 75 1,688 
ooo sh Se wee yaa 33,790 $94,678 
Deduct—February, 1923............. 115 1,738 
Year ended February 29, 1924.... 33,675 $92,940 
REBT, FOE 0 56 Ske st emh sess 250 2,195 
ee re 33,925 $95,135 
Deduct—March, 1923............-.- 220 2,232 
Year ended March 31, 1924 ...... 33,705 $92,903 
| ee ree eer 3,720 10,503 
RR oe Fer ee 37,425 $103,406 
Deduct—April, 1923... ......ccccese 3,200 8,745 
Year ended April 30, 1924........ 34,225 $94,661 
ee eee 4,360 11,700 
re ree re Pree 38,585 $106,361 
Deduct—May, 1923..............45- 4,600 11,935 
Year ended May 31, 1924........ 33,985 $94,426 
RCE ORE SG fs eas DOR 6,325 15,260 
ke ndtnd g aaad ack acer aes 40,310 $109,686 
Deduct—June, 1923................- 5,950 13,665 
Year ended June 30, 1924........ 34,360 $96,021 
ee. rr are 6,720 16,800 
eR ESE wearer bs Foe" 41,080 $112,821 
Doduct—July, BORD. os. ost edse 6,300 15,060 
Year ended July 31, 1924........ 34,780 $97,761 
Add—August, 1924.............2006. 7,310 18,215 
WEG 6.6 Ph eke eecinaet 42,090 $115,976 
Deduct—August, 1923.............-- 6,750 15,855 


Progressive 
average 


$2.756 


2.758 


2.756 


2.766 


2.795 


2.811 
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Year ended August 31, 1924...... $35,340 $100,121 $2.833 
Add—September, 1924............... 6,205 16,225 
MCC. a Wosn edn ive cane anys 41,545 $116,346 
Deduct—September, 1923............ 5,200 13,470 
Year ended September 30, 1924... 36,345 $102,876 2.831 
Add—October, 1924. .........-2.000: 960 4,515 
Ree een eee see 37,305 $107,391 
Deduct—October, 1923.............. 850 4,170 
Year ended October 31, 1924 ..... 36,455 $103,221 2.831 
Add—November, 1924............... 412 2,925 
, Ree ee ee 36,867 $106,146 
Deduct—November, 1923............ 300 2,475 
Year ended November 30, 1924... 36,567 $103,671 2.835 
Add—December, 1924............... 125 2,025 
atid kha nis ads ne o-458 36,692 $105,696 
Deduct—December, 1923............ 140 1,940 
Year ended December 31, 1924 ... 36,552 $103,756 2.839 


The progressive average costs computed in the preceding table are applied in 
the next table to the determination of the monthly costs of sales and the in- 
ventories at the end of each of the months of 1924. Referring to the figures for 
January, for instance, the inventory at the beginning of the month is valued at 
the average cost of production for the year ended December 31, 1923. To this 
is added the total cost of material, labor and overhead entering into production 
during January, 1924. The ninety units sold during January, 1924, are valued 
at the average cost of production during the twelve months ended January 31, 
1925, as shown by the preceding table; and the inventory at January 31 is 
similarly valued. 

But it will be noted that the cost of sales and the inventory valuation, as thus 
determined, $330.96 and $3,226.86 respectively, do not equal the total opening 
inventory and production costs, aggregating $5,012.20. The difference, $1,- 
454.38, which represents unabsorbed costs during January, is carried forward as 
a deferred charge to be absorbed during the months when the average costs of 
the preceding year will be more than the actual costs for the month. In other 
words, during the winter months, generally, there will be an under-absorption of 
costs, and during the summer months, generally, there will be an over-absorp- 
tion of costs. 

It will be noted, in this connection, that the table shows under-absorption of 
costs during the period from January to April, inclusive; in May over-absorp- 
tions begin and continue through September; under-absorptions begin again in 
October. At the end of June there still remains a net under-absorption, but 
at the end of July the balance has swung to a credit representing a net over- 
absorption. At the end of the year there is a net under-absorption of $1,051.46. 
In other words, the aggregate of the estimated monthly profits has been over- 
stat ed to that extent, but, as will be shown later, this is a relatively small error. 
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COMPUTATION OF MONTHLY Cost oF SALES, INVENTORIES, AND UNDER AND 
Over ABSORPTION OF CosTs 

































































Under 
Quantity Average Amount Total over* 
cost absorbed 
January: 
Inventory...... 1,200 $2.756 $3,307.20 
Production... .. 90 1,705.00 
MR os bistdiavs 1,290 $5,012.20 
eth ceases 120 2.758 $330.96 
Inventory...... 1,170 2.758 3,226.86 3,557-82 $1,454.38 
February: 
Inventory...... 1,170 $3,226.86 
Production... .. 75 1,688 .00 
, aa 1,245 $4,914.86 
Ein 5 aac II5 2.760 $317.40 
Inventory...... 1,130 2.760 3,118.80 3,436.20 1,478.66 
Total under—absorption to date. ..............eceeeee $2,933.04 
March: 
Inventory...... 1,130 $3,118.80 
Production. .... 250 2,195.00 
Tit. .csccce’ SP $5,313.80 
SR 856 2.756 $2,359.14 
Inventory...... 524 2.756 1,444.14 3,803.28 1,510.52 
Total undes-ebeerpbien Wi GAGS. .. oo ois ct ccceceacaes $4,443.56 
April: 
Inventory...... 524 $1,444.14 
Production. .... 3,720 10,503 .00 
ie 4,244 $11,947.14 
eer 3,525 2.766 $9,750.15 
Inventory...... 719 2.766 1,988.75 11,738.90 208.24 
Total under-absorption to date.................50000. $4,651.80 
May 
Inventory...... 719 $1,988.75 
Production... .. 4,360 11,700.00 
kanes 5,079 $13,688.75 
ee 4,285 2.778 $11,903.73 
Inventory...... 794 2.778 2,205.73 14,109.46 420.71* 
Not emdor-ahserpiien 00 Gates a.oc.c cc ciscsisisicecccecess $4,231.09 
June: 
Inventory...... 794 $2,205.73 
Production..... 6,325 15,260.00 
| 7,119 $17,465.73 
eee 6,445 2.795 $18,013.78 
Inventory...... 674 2.795 1,883.83 19,897.61 2,431 .88* 
Net under-absorption to date... . 2.2.2... cece ee eeees $1,799.21 
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July: 
Inventory...... 674 $1,883.83 
Production... .. 6,720 16,800.00 
_ ee 7,394 $18,683.83 
RG 6 ce ed ead 256 2.811 $17,585.62 
Inventory...... 1,138 2.811 3,198.92 $20,784.54 $2,100.71* 
Net over-abeorption to date... ....... cc ccc cece eees $301 . 50* 
August: 
Inventory...... 1,138 $3,198.92 
Production. .... 7,310 18,215.00 
, Freer 8,448 $21,413.92 
| Ee 7,280 2.833 $20,624.24 
Inventory...... 1,168 2.833 3,308.94 23,933.18 2,519. 26* 








Total over-absorption to date. .............. 0 cece eee 








September: 
Inventory...... 1,168 
Production..... 6,205 

Es 6 asns 7,373 
a 1320 
Inventory...... 1,053 





2.831 








Total ever-Gbeorpeien 60 GBte. . oo... ccc cece cecccscss 





October: 
Inventory...... 1,053 
Production... .. 960 
. ee 2,013 
RNG 2 amie blrare a 420 
Inventory...... 1,593 





Net over-absorption to date 





November: 
Inventory...... 1,593 
Production..... 412 

ere 2,005 

ME arc os sas se 325 

Inventory...... 1,680 
Net over-absorption to date 

December: 
Inventory...... 1,680 
Production....... 125 

. re 1,805 
a 260 
Inventory...... 1,545 





2.831 


2.831 


2.835 
2.835 


2.839 
2.839 

















$2,820. 76* 
$3,308 .94 
16,225.00 
$19,533.94 
$17,891 .92 
2,981.04 20,872.96 1,339.02* 
$4,159. 78* 
$2,981.04 
4,515.00 
$7,496.04 
$1,189.02 
4,509.78 5,698.80 1,797.24 
PE a ee ere eee $2,362.54* 
$4,509.78 
2,925.00 
$7,434.78 
$921.38 
4,762.80 5,684.18 1,750.60 
enh shies ie aiei-e Gummer ea en $611 .94* 
$4,762.80 
2,025.00 
$6,787 . 80 
$738.14 
4,386.26 5,124.40 1,663.40 
$1,051.46 


Net under-absorption for the year.................... 
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The following table shows the estimated monthly profits. 


at a flat price of $5.00 per unit throughout the year. 
months are those shown in the preceding table. 


SUMMARY OF MONTHLY Gross PROFITS—ESTIMATED 


Sales were made 
The costs of sales by 














Sales Cost of Gross Ratio 
sales profit to sales 
pO eee $600.00 $330.96 $269.04 44.84% 
OO eae 575.00 317.40 257.60 44.80 
sere 4,280.00 2,359.14 1,920.86 44.88 
[BER rere 17,625.00 9,750.15 7,874.85 44.68 
DAL six saxteonunes 21,425.00 11,903.73 9,521.27 44.44 
pO ER nate Pre 32,225.00 18,013.78 14,211.22 44.10 
| Se ree 31,280.00 17,585.62 13,694.38 43.78 
Leen 36,400.00 20,624.24 15,775-70 43-34 
ee. EEE 31,600.00 17,891.92 13,708.08 43.38 
I sedans ow darts 2,100.00 1,189.02 910.98 43.38 
re 1,625.00 921.38 703.62 43.30 
eer ee 1,300.00 738.14 561.86 43.22 
Wks te denatans $181,035.00 $101,625.48 $79,409.52 
Correction (1.32% of estimated profit) 1,051.46 1,051.46 
Total for year—corrected 
$181,035.00 $102,676.94 $78,358.06 43.28 








It will be noted that the rate of gross profit shown in the foregoing statement 
is very uniform, as compared with the rates shown by the company’s method of 
estimating profits; the monthly rates also are close to the actual rate of 43.28% 
for the year; and they are declining month by month, as they should, because of 
the increase in costs during 1924 as compared with those during 1923. 

The table shows aggregate profits, as estimated monthly, of $79,409.52. 
The true profits for the year are computed as follows: 


DOI aa: iik'p since oo ataeeehine haan oes Riel ee $181,035.00 
Less cost of sales 
Inventory, January I, 1924.............. $3,307.20 
er EP rerererner rer 81,420.00 
I eee Or a eee eee 13,425.00 
ROP. bcs S ce doeess Cmeeme eae caen 8,911.00 
TE ng) ad dake neat pape ee ae $107,063.20 
Less inventory, December 31, 1924, valued 
at the average cost of production for 1924 4,386 . 26 
Remainder—cost of sales............ 102,676.94 
Cee OUR. oo dak dann kw eae eek bes ebrs $78,358.06 


The discrepancy of $1,051.46 is only 1.32% of the estimated gross profit, thus 
indicating a close monthly approximation to accuracy. It is also to be noted 
that the inventory at December 31, 1924 is valued at $2.839 per unit, the aver- 
age cost for 1924, while the inventory, as valued by the company, was priced at 
$5.142, an abnormally high unit value resulting from small production at the 
end of the year. 
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The preceding computations have been made on the basis of a progressive 
average of all costs, including material, labor and overhead. While the 
monthly sales costs, inventory values, and estimated gross profits thus deter- 
mined were more informative than those determined by the company, it is to be 
noted that the material costs vary with production, and it is only the labor and 
overhead costs which do not follow closely the production curve. Therefore it 
might be better to use actual material costs and apply the progressive average 
principle only to the application of labor and overhead costs to production. 
This method would obtain all of the advantages of the method previously illus- 
trated, and would have the added advantage of disclosing monthly variations in 
material costs due to fluctuations in material prices or to wastes in materials 
used. 

The following table shows the computation of progressive averages of labor 
and overhead costs: 


COMPUTATION OF PROGRESSIVE AVERAGE RATE FOR 
APPLICATION OF LABOR AND OVERHEAD COsTs TO PRODUCTION 


Over- 
Labor head Total Quantity Average 


January to December, 1923.. $14,025 $8,775 $22,800 33,725 $.67605 
90 






































er 975 515 1,490 

EE EE peer soa $15,000 $9,290 $24,290 33,815 
pe re 975 480 1,455 100 
Year to January 31, 1924.... $14,025 $8,810 $22,835 33,715 .67729 
RY error 975 523 1,498 75 

RTT Ra ST ae ee $15,000 $9,333 $24,333 33,790 
WS ok cook sass 975 523 1,498 115 
Year to February 29, 1924... $14,025 $8,810 $22,835 33,675 .67810 
ROI 5 5 des ceismes's 975 580 ~—s: 1,555 250 

ch sdvnneahencaee $15,000 $9,390 $24,390 33,925 
IN ie chins warsipw imei 1,200 567 1,767 220 
Year to March 31, 1924...... $13,800 $8,823 $22,623 33,705 .67121 
ERP Te 1,250 628 1,878 3,720 

2 eee $15,050 $9,451 $24,501 37,425 
IIS i opt acrannowaiis 644 1,200 695 1,895 3,200 
Year to April 30, 1924........ $13,850 $8,756 $22,606 34,225 .66051 
sf witiaredia ane Raka‘aiuhs 1,250 965 2,215 4,360 

RAS v0et nibedowhan $15,100 $9,721 $24,821 38,585 
ES 5 ry. der doc Data's 1,350 865 2,215 4,600 
Year to May 31, 1924........ $13,750 $8,856 $22,606 33,985 .66518 
I tht aha ab erd dN 1,250 765 2,015 6,325 

I si sells, 0-0 a:sheunte be $15,000 $9,621 $24,621 40,310 
ae rer ee Paes 1,350 715 2,065 5,950 
Year to June 30, 1924........ $13,650 $8,906 $22,556 34,360 .65646 
; | SE Se 1,250 730 1,980 6,720 
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BOM. 6 Tics SECTOR $14,900 $9,636 $24,536 41,080 
} ee eee ona 1,350 735 2,085 6,300 
Year to July 31, 1924........ $13,550 $8,901 $22,451 34,780 $.64551 
pe Re errr 1,250 685 1,935 7,310 
, ere $14,800 $9,586 $24,386 42,090 
ee ee 1,350 685 2,035 6,750 
Year to August 31, 1924...... $13,450 $8,901 $22,351 35,340 .63246 
Sepeewer, DHE. «1c. revs 1,250 780 2,030 6,205 
5 Se pre er ee ae $14,700 $9,681 $24,381 41,545 
September, 1923............. 1,350 820 2,170 5,200 
Year to September 30, 1924.... $13,350 $8,861 $22,211 36,345 .61112 
| Re Aaa ee 1,000 )=s«d,215 Ss 22, 215 960 
MM adiscca cee sesetan $14,350 $10,076 $24,426 37,305 
COON TES bikin hoc sedi 975 1,320 2,295 850 
Year to October 31, 1924..... $13,375 $8,756 $22,131 36,455 .60708 
NOVOMBOS, IGBG. 666666 occ 1,000 805 1,805 412 
pe ee $14,375 $9,561 $23,936 36,867 
NOVOMIDEE, 8090855... 62508cess 975 730 1,705 300 
Year to November 30, 1924.... $13,400 $8,831 $22,231 36,567 .60795 
December, 8984. . oc cscs cca 1,000 720 1,720 125 
cts bois dn Sia $14,400 $9,551 $23,951 36,692 
Decal, 2008. i odiscccvices 975 640 1,615 140 
Year to December 31,1924.... $13,425 $8,911 $22,336 $36,552 .61107 


The following table shows the costs applied to production, and the over- and 
under-absorbed monthly labor and overhead costs. Using the figures for Jan- 
uary as an illustration, the table shows the quantity and value of the opening 
inventory (this valuation is slightly inconsistent because it is based on the total 
average cost of 1923, rather than on the actual material cost and the progressive 
average labor and overhead cost); to this valuation is added the actual cost of 
the material used in the production of 90 units; the actual labor and overhead 
for January, 1924, aggregated $1,490.00, but only $60.96 of this amount is ap- 
plied to the production costs of January, this amount being determined by 
multiplying $.67729, the average labor and overhead cost for the year ended 
January 31, 1924, by 90, the number of units produced; the remaining $1,429.04 
representing unabsorbed labor and overhead cost, is carried forward as a de- 
ferred charge. 

The total applied cost, $3,583.16, is apportioned between the sales and the 
inventory on the basis of quantities. 

Reference to the figures in the unit cost column will show that this method 
makes available more information than was furnished by the preceding method, 
for it discloses the trend in material costs as well as the trend in labor and over- 
head costs, and the trend in total costs per unit. 
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COMPUTATION OF EsTIMATED MontHLy Costs oF Goops SOLD, 
Usinc AcTUAL MATERIAL Costs AND PROGRESSIVE 
AVERAGE Costs OF MATERIAL AND OVERHEAD 




























































































Under 
Cost for Unit Cost over* 
Quantity month cost applied absorbed 
January: 
Inventory — begin- 
es see se ws 1,200 $3,307 .20 
Production........ 90 
Material. ....... $215.00 $2.38888 215.00 
Labor and overhead 1,490.00 .67729 60.96 $1,429.04 
 eeee 1,290 $3.06617 $3,583.16 
Apportioned: 
aa 120 $333.32 
Inventory—end... 1,170 3,249 .84 
ee 1,290 $3,583.16 
February: 
Inventory......... 1,170 $3,249.84 
PrOGeCtIOR. ......- 75 
Material........ $190.00 $2.53333 190.00 
Labor and overhead 1,498.00 .67810 50.86 1,447.14 
ere 1,245 $3.21143 $3,490.70 
Apportioned: 
eee 115 $322.43 
Inventory....... 1,130 3,168.27 
MNES die 6s'n 1,245 $3,490.70 
March: an 
Inventory......... 1,130 $3,168 . 27 
Production........ 250 
Oe ee $640.00 $2.56000 640.00 
Labor and overhead 1,555.00 .67121 167.80 1,387.20 
2 ee 1,380 $3.23121 $3,976.07 
Apportioned: 
aka. iss dk loi 856 $2,466 . 32 
Inventory....... 524 1,509.75 
ee 1,380 $3,976.07 
April: 
ee 524 $1,509.75 
Production........ 3,720 
Material........ $8,625.00 $2.31854 8,625.00 
Labor and overhead 1,878.00  .66051 2,457.10 579.10* 
. ere 4,244 $2.97905 $12,591.85 
Apportioned: 
re 3,525 $10,458.59 
Inventory....... 719 2,133.26 
er 4,244 $12,591.85 
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Cost for Unit Cost 
Quantity month cost applied 
May: 

5 ee 719 $2,133.26 
Production........ 4,360 
Material........ $9,485.00 $2.17545 9,485.00 
Labor and overhead 2,215.00 .66518 2,900.18 
eee 5,079 $2.84063 $14,518.44 
Apportioned: 
eer 4,285 $12,248.77 
Inventory....... 794 2,269 .67 
TORR, an ced 5,079 $14,518.44 
June: 
ERVOREOTY... ..o.cs00% 794 $2,269 .67 
PUOEMOTIOR... .4000 6,325 
Re $13,245.00 $2.09407 13,245.00 
Labor and overhead 2,015.00 .65646 4,152.11 
ere 7,119 $2.75053 $19,666.78 
Apportioned: 
ees 6,445 $17,804.80 
Inventory....... 674 1,861 .98 
SOG... cccce. Be $19,666.78 
July: 
ISWONOOEY. «00.2000 674 $1,861.98 
PrOGmCtIOg. ....... 6,720 
Material........ $14,820.00 $2.20535 14,820.00 
Labor and overhead 1,980.00 .64551 4,337 -83 
; ee 7,394 $2.85086 $21,019.81 
Apportioned: 
pps ale A 6,256 $17,784.68 
Inventory....... 1,138 3,235.13 
‘Tete. ...... Se $21,019.81 
August: 
Inventory......... 1,138 $3,235.13 
PYOUUCCIO“.....5.. 7,310 
Material........ $16,280.00 $2.22708 16,280.00 
Labor and overhead 1,935.00 .63246 4,623.28 
rere 8,448 $2.85954 $24,138.41 
Apportioned: 
NG xa. o o.0 a os 7,280 $20,801 .09 
Inventory....... 1,168 3,337 -32 
, ere 8,448 $24,138.41 






































Under 
over* 
absorbed 


$685 .18* 


S30) .28" 


2,357 -83* 


2,688 .28* 








The Journal of Accountancy 








Quantity month 



































September: 
a 1,168 
Proguction........ 6,205 
re 
Labor and overhead 
, are 7,373 
Apportioned: 
ee 6,320 
Inventory....... 1,053 
Sry 7,373 
October: 
Inventory......... 1,053 
Production........ 960 
Material........ 
Labor and overhead 
7ee....... 2683 
Apportioned: : 
Ee 420 
Inventory....... 1,593 
ee 2,013 
November: 
ae 1,593 
Proguctiog........ 412 
Ss 4k. 
Labor and overhead 
: ey 2,005 
Apportioned: 
| “ee 325 
Inventory....... 1,680 
ae 2,005 
December: 
Inventory......... 1,680 
Proguction........ 125 
Beeterial......>- 
Labor and overhead 
2 eee 1,805 
Apportioned: 
DN aries ae ws 260 
Inventory....... 1,545 
. ree 1,805 








Net over-absorption of labor and overhead 






































Under 
Cost for Unit Cost over* 
cost applied absorbed 

$3,337 .32 

$14,195.00 $2.28767 14,195.00 
2,030.00 .61112 3,792.00 $1,762 .00* 

$2.89879 $21,324.32 

$18,279.21 

3,045.11 

$21,324.32 

$3,045.11 

$2,300.00 $2.30729 2,300.00 
2,215.00 708 582.80 1,632.20 

$2.91437 $5,927.91 

$1,236.56 

4,691.35 

$5,927.91 

$4,691.35 

$1,120.00 $2.71844 1,120.00 
1,805.00 .60795 250.48 1,554.52 

$3.32639 $6,061.83 

$982 .62 

5,079.21 

$6,061 .83 

$5,079.21 

$305.00 $2.44000 305.00 
1,720.00 .61107 76.38 1,643.62 

$3.05107 $5,460.59 

$786.87 

4,673.72 

$5,460.59 
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Using the monthly costs of sales as computed in the preceding table, the es- 
timated monthly amounts of gross profits and the true gross profits for the year 


are computed as follows: 


COMPUTATION OF ESTIMATED MONTHLY GrROss PROFIT AND TRUE GROsS 
PROFIT FOR THE YEAR 








Sales Cost of Gross 

sales profit 
I, ons cacenaeks $600.00 $333.32 $266.68 
a rer er 575.00 322.43 252.57 
MEE, orci Dido ae ok 4,280.00 2,466.32 1,813.68 
ES ee ee 17,625.00 10,458.59 7,166.41 
| ES ere 21,425.00 12,248.77 9,176.23 
0 Ee rere es 32,225.00 17,804.80 14,420.20 
|” RS Re ee 31,280.00 17,784.68 13,495.32 
RRR a A ata 36,400.00 20,801.09 15,598.91 
September. ........... 31,600.00 18,279.21 13,320.79 
SP ee 2,100.00 1,236.56 863.44 
November............ 1,625.00 982.62 642.38 
ss 1,300.00 786.87 513.13 
_ ree $181,035.00 $103,505.26 $77,529.74 
Over-absorption of cost 1,115.78 1,115.78 
- pS $181,035.00 $102,389.48 $78,645.52 











Ratio 
to sales 
44-44% 
43-92 
42.37 
40.66 
42.82 
44.74 
43-14 
42.85 
42.15 
41.09 
39-53 
39-49 


43-44 


In the foregoing illustrations the progressive average costs for each month 
have been based on costs including those for the current month. That is, the 
costs for January, 1924, were included in the computation of the progressive 
average used for estimating the cost of sales for January. Where costs must be 
computed currently on sales during the month, instead of at the end of the 
month on the total sales for the month, it would be necessary to use the pro- 
gressive average cost for the preceding twelve months, not including the month 
for which the estimated sales costs are being computed. This does not, how- 
ever, affect the principle nor the general procedure. 
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RESOURCES AND THEIR APPLICATION 


Editor, The Journal of Accountancy: 


Sir: At the examination of May, 1921, the following problem was submitted 


to the American Institute candidates: 


Prepare a statement of resources and their application for the twelve months 
ended December 31, 1920, using the following data: 


THE HALL MANUFACTURING Co. 
BALANCE-SHEETS 


Assets 


Dec. 31, 1919 


EE ee ee ee ape ee 
Accounts receivable... ... 2 ated na eens 
i  . Dowie cee wewe dmwelebi 
Ces sida es oeWRAN So c0ee¥ He 
SEO ee ee 
FEE Pe ee ee 
EE ee errr 
Rae cis. eee seats + ikea 
Rey oP Ne ar AR le abastang 


EE EES SEI EE EET Ee 
ea iach mile Bim aces 
Advances to salesmen. .................... 
CINE. ccd ccc ccasvveccctes 


EE EES PTE OE IEE TELS CET 
ie ieee oo a a8 44 sed ne eens 
seas wa Hew See WLR cca ee 
oe Blends once hhh ob iMac GP CE 
Reserve for depreciation, buildings and ma- 

te th do da GS G'y ke n-o.s nip 4 4(9:6/608 SA 
RN OO NNO, c cccicicec Secsccsinnes 
Reserve for construction................-. 
iid since oleae dec ene ed nats 
I steed ts coSaeanis ce Rk kina} pein 


$5,000 
30, 000 
12,000 
16,000 
21,000 
70,000 
115,000 
90,000 
26,000 
30,000 





$35,000 
25,000 
20,000 
200,000 


20,000 
1,200 
16,000 
100,000 
23,600 


$440,800 


Following is an abstract of the surplus account: 


OO Ss Ns 5 oa a wees mnete 
Aga wet peclites fOr 1940... onc cc cccceses 
‘* appraisal increase in land............. 


ars See esas os ay eimai 
Deduct credit to reserve for construction. .... 
Dividends paid December 31, 1920......... 


Balance, December, 1920.............. 


Dec. 31, 1919 


$4,000 
15,000 


Dec. 31, 1920 
$1,800 
32,000 
14,500 
17,500 
19,000 

100,000 
170,000 
100,000 


$509,050 





$10,000 
5,000 


43,550 
$509,050 


Dec. 31, 1920 
$23,600 
8,950 
30,000 
$62,550 
19,000 


$43,550 
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Depreciation was provided during the year as follows: 


Credited to reserve for depreciation, buildings and machinery... .. $10,000 
NE I DB noo tos 00 500sc vgn sans cennsen vebnanvere 5,000 
Pe ee IR 5 6.55 coxGawedsscebbenessecnsusepeeane 2,000 


During the year machinery which cost $7,000 was sold for $6,000. The 
loss was absorbed in the reserve for depreciation. 


A solution of this problem appears in volume XXXII, pages 66 and 67, of 
THE JOURNAL OF ACCOUNTANCY. 

I know that THE JOURNAL OF ACCOUNTANCY does not claim that the solutions 
which it publishes are official, but there is no doubt that all the students of 
accounting who read THE JOURNAL believe that they are. The students en- 
rolled in my correspondence course are asked to solve the problem referred to 
in the foregoing, and the unanimity with which they copy the solution pub- 
lished by THE JouRNAL is an evidence of their belief in its orthodoxy and official 
character. 

My personal belief is that the solution at issue is not a good one; that it is 
not true to accounting principles, and that, in order to balance, it violates 
accounting. It is because I hope to stir the interest of accountants in general, 
and bring about a salutary discussion of the points at issue, that I ask you to 
publish this letter in your JoURNAL. I have no desire to advertise myself or my 
course; I am actuated only by my firm belief in the truth and sacredness of 
accounting principles. 

After having presented a comparative balance-sheet at the beginning and at 
the end of the calendar year 1920, showing increases and decreases of assets, 
liabilities, reserves and surplus, the editor of the Students’ Department offers 
the following statement: 


STATEMENT OF APPLICATION OF FUNDS, YEAR ENDED DEC. 31, 1920 
Funds provided: 
By net profits before providing for depreciation 


RE, 5. 0 « 0's: Soper eee aes $8,950.00 
Add depreciation 
Building and machinery................. $19,000 
ES ied hd oe Ad teens +e dben andnes 56508 5,000 
PUIG 604-0 056-5554 0cgase Sense rns eene 2,000 
—————- «7,080.60 
Add provision for bad debts................. 300.00 
$26,250.00 
By issue of bonds 
EE ae Pen a $100,000 
EI a. io did esd ake ane bes ‘ 2,000 
98,000 . 00 
By sale of investments in stocks.............. 25,000.00 
By sale of machinery 
RR Sa ae Ore eee ee ree $7,000 
Less loss charged to reserve.............. 1,000 
6,000.00 
Total funds provided............... $155,250.00 
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which were applied as follows: 
To purchase of fixed assets: 


RS Geach bk wees a hee do nhs WAY $55,000 
OEY ee eee PET CC eT ee 17,900 
Nests gly Ga ee ee ee eo Ree 2,000 
$74,000.00 
To payment of dividends.................... 15,000.00 
To increase in working capital and deferred 
I I Os Pino 5.5 Kare fe era's <oio 66,250.00 
$155,250.00 
Exhibit ‘‘C’’, to which the above refers, is made 
up of the following increases and decreases: 
Increase of accounts receivable................... $2,000 
re A 2,500 
™ IIS 0. 9s kos 00 64 eee > mes 1,500 
———e «= 95,689.00 
Decrease “ accounts payable..................... $25,000 
r ihe kadankendatsannecawat 20,000 
ws sg... ere eee 20,000 
65,000.00 
$71,000.00 
ss a Sn Serer rere errr e $3,200 
i << tdti(“‘“‘éN 2,000 
—_—- 5,200.00 
Increase of working capital...................... $65,800.00 


The editor of the Students’ Department uses the term “‘funds’’ but does not 
say whether these funds are cash or asset funds. His terminology indicates 
that cash is at issue, since he says that the funds provided were applied to 
purchase assets and pay dividends; but it also indicates that assets are at issue, 
since he says that funds were applied to “increase in working capital.” I 
assume, of course, that the editor did not mean to say that cash had been ap- 
plied to reduce the asset cash, and above all to reduce the asset finished goods. 

Passing now to the source of the very funds which were applied, I find that 
“‘tools’”’ which must have been consumed by, and charged to, operations, since 
the decrease suffered by the asset has not been set aside out of profits, have 
produced $5,000 of cash or asset funds; that the amortization of patent value 
(which the editor refers to as ‘‘depreciation’’) has been written off the asset, 
charged to operations as a profit-and-loss charge, but, nevertheless, has pro- 
duced $2,000 of cash or asset funds. Whether it is cash or asset funds which 
the editor has in mind makes no difference whatever; in either case, he ad- 
vances the theory that one of the means of providing funds is to consume assets 


or to write off intangibles. 
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The solution of your editor gives the impression that the profits of the year 
were $26,250 before providing for depreciation and bad debts. That is true 
only provided the profit-and-loss account reads as follows: 


PROFIT-AND-LOSS ACCOUNT 


Provisions for reserves: Operating profits.. $26,250.00 
For depreciation of B. & M. $10,000.00 
‘“* accounts receivable 300.00 
“* depreciation of tools 5,000.00 
" - ** patents 2,000.00 
$17,300.00 
Balance transferred to surplus 8,950.00 
$26,250.00 $26,250.00 


But the profit-and-loss account does not read that way, because the writing 
off of the asset ‘‘tools” in the amount of $5,000 is not ‘‘depreciation’’ and, 
therefore, has not been set aside out of profits. The writing-off of tools is the 
result of an inventory which, when opposed to the prior inventory and to sub- 
sequent purchases, shows that the operations have actually consumed a value 
of $5,000 which must be considered as cost of goods manufactured, or, at any 
rate, as a profit-and-loss charge operating against inaccurate operating profits. 
The same thing is true of patents: in this case, as well as in the case of tools, a 
reserve was not created; the patents lost a value proportionate to the amortiza- 
tion of their active life, and, therefore, the loss was charged to operating profits 
which were too high. Thus the profit-and-loss account must read: 

PROFIT-AND-LOSS ACCOUNT 


Provisions for reserves: Operating profits.. $19,250.00 
For depreciation of B. & M. $10,000.00 
‘“* accounts receivable 300.00 
$10,300.00 
Balance transferred to surplus 8,950.00 
$19,250.00 $19,250.00 


In reality, the actual profits of the company are, not $19,250, but $18,250, 
since the surplus reserved for depreciation of buildings and machinery has 
suffered a loss of $1,000. This loss the company’s accountant did not fail 
to take into consideration when rendering the income-tax report. This 
report, when it was rendered in 1920, must have been as follows: 


Quapetints GIOER. «onc idccccicessss codedonaem $19,250.00 
Deduct: 
ee ge ere $1,000.00 
Depreciation of machinery and buildings. ..... 10,000.00 11,000.00 





Ds ok ine ok Ads evarianices $8,250.00 
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The reserve for bad debts is excluded because, in 1920, it was not an allowed 
deduction, and, further, because, as there had been no loss of the previous 
reserve, an increase of that old reserve was purely sentimental and, therefore, 
useless. 

There is not, to my knowledge, a principle of accounting which links the 
new resources obtained during a period with the cash receipts, and the re- 
sources of a prior period, consumed in the present one, with the cash dis- 
bursements. It appears to me that your editor’s solution is brought to a 
balance by forcing the funds, i. e., by making them come from sources which 
are impossible. 

Of course, you expect me to submit to your readers what I believe to be 
the true solution of the problem at issue. Here it is: 


STATEMENT OF RESOURCES AND APPLICATIONS 


(a) Increase of corporate wealth: 


(1) Through appraisal of land up to the 
market value thereof at 12/31/20— 








(Credited to surplus)............... $30,000. 00 
(2) Through acquisition of fixed assets: 
0 SS eS re ee $2,000.00 
ae eee Se ee 55,000.00 
Machinery: 
New machinery acquired $17,000 
Less old machinery sold. . 6,000 11,000.00 68,000.00 
(3) Through increase of operating assets: 
SEE ETE Fe $2,500.00 
RE iit vcnctcnsncveses 1,500.00 
Accounts receivable (including ad- 
vances to salesmen $500.00)... .... 2,500.00 6,500 
NE ED ican nepewns a0 $104,500.00 
(4) Through the retention, as an asset, of the 
discount lost on bond issue........... 2,000.00 
(5) Through the release of liens encumbering assets: 
Cancellation of bank loans.......... $20,000 . 00 
Reduction of acc’ts payable......... 25,000.00 
. “ notes payable......... 20,000.00 65,000.00 
$171,500.00 


(b) Decrease of corporate wealth: 
(1) Through decrease of assets: 


Investment in bonds............... $25,000.00 
es 66s ckehnbabnoweee 2,000 . 00 
Unexpired insurance................ 50.00 
ty taped aes oaes whee Gale 3,200.00 


$30,250.00 
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(2) Through consumption of assets by operation: 


Tools consumed by process.........”. $ 5,000.00 

(3) Through amortization of intangible val- 
CE III. 0 0 0s 8 SA Sea te ese veds 2,000.00 

(4) Through loss on machinery, resulting 
SE hos his ahd See te Fes 1,000.00 

(5) Through distribution of surplus earned in 
OU SI iba o's ashi er ceed aevin 15,000.00 
Tae Ss Cs Be BONG 5 kk 6 Nes saci $53,250.00 


(6) Through use of credit: 
Increase of liability for corporate bonds 


through issue thereof............. 100,000 . 00 
Total decrease of corporate wealth $153,250.00 


(c) Net increase of wealth through reinvestment of profits of the calendar 
year as follows: 
(1) Net profits after appropriations, i. e., net 
profit transferred to surplus......... $8,950.00 
(2) Appropriated out of current earnings: 
For depreciation of buildings & ma- 


IE» icc 0 Retain nad ene $10,000.00 

For increase of reserve for acc’ts rec... . 300.00 
—————__ 10,300.00 
$19,250.00 

(3) Deduct loss of surplus previously appropriated. 
Loss of reserve for depreciation of 
machinery and equipment......... 1,000.00 
Net profits reinvested, to secure 

net increase of wealth........ $18,250.00 


I beg to point out to your readers that this solution expresses a perfectly 
well known and eminently sound principle of business philosophy. It says 
that a concern obtains new wealth by: 

(1) increasing its assets, 

(2) relieving its assets of the liens which encumber them. 

It says, further, that a concern diminishes its wealth by 

(1) decreasing its assets, 

(2) using its credit, 
and it ends by saying that the net increase of wealth obtained in a period 
results from the net increase of assets, made possible by the reinvestment of 
profits, as measured by the net increase of surplus. 

It is my contention that both the layman and the accountant can under- 
stand the statement which I have submitted; whereas neither the accountant 
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nor the layman can understand the statement submitted by the editor of 
your Students’ Department. 

In support of this contention, permit me to say that, very recently, I had 
in my office, seeking advice, one of the partners in a firm of accountants. 
This accountant had been asked by a new client to check up “a statement of 
resources obtained and applied”’ produced by his predecessor on the lines of 
the statement which I have criticized in the foregoing. 

The client professed inability to understand the said statement, and the 
accountant proclaimed loudly that he could not ‘‘ make head or tail’”’ out of 
it. He was convinced that a figure had been used to balance the statement, 
which was merely a “‘forced figure.’’ My opinion was in every way corrob- 
orative of his. 

Trusting that you will see your way clear to publish this letter, in the inter- 
est of our beloved theory of accounting. 

Very truly yours, 
PAUL-JOSEPH ESQuERRE. 

New York, March 26, 1925. 


WHAT IS PRACTICE ? 


Editor, The Journal of Accountancy: 

Sir: Your editorial in the March issue of THE JOURNAL was splendid. I am 
referring to the heading What is Practice? 

The argument submitted by your correspondent is a selfish one and one that 
every practising accountant is familiar with. The correspondent overlooks the 
fact that the whole theory of accountancy legislation is not for the purpose of 
granting certificates to applicants to satisfy their ego, but the certificates are 
granted to individuals who comply with the law, as a protection to the public 
and under the assumption that the individual intends to practise as a public 
accountant. All of the certificates granted by the respective state boards of 
accountancy, that I have ever seen, certify that ‘‘ This certificate is granted to 
John Doe, entitling him to practise as a certified public accountant.” 

It is a splendid thing for the profession that the certified accountants have 
through their good work created a value for the certificate. Having done this, 
it is only just and right that they should protect themselves by making needful 
rules and regulations that will prevent selfish individuals, who have not the 
interest of the profession at heart, from procuring certificates to satisfy their 
vanity or increase their prestige in private employment. 

Yours truly, 
Joun Y. RICHARDSON. 

Portland, Oregon, March 12, 1925. 


COAL IN TRANSIT 


Editor, Journal of Accountancy: 


Dear Sir: I have just been reading an article in the April issue of the Jour- 
NAL written by Mr. McDowell, upon a subject which is of much interest to me, 
i.e., examination of bituminous coal companies. 
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While the author has confined the scope of the examination to only one of the 
many possible purposes for which examinations are conducted, and while he 
assumes that his readers generally will have a more or less acquired knowledge 
of the coal business, the article seems to be a rather complete exposition of the 
high points in this special class of work. However, being myself largely engaged 
in just this kind of practice, I feel that some notice should be taken of at least 
one statement or instruction which appears in the article. 

The portion I refer to makes mention of the proper method for valuing and 
accounting for coal in transit. Mr. McDowell’s statement that ‘“‘cars mined 
but not invoiced should be valued at cost and inventoried in the balance-sheet”’ 
is not sufficiently qualified or clear to be readily understood without further 
explanation. 

Possibly the fact has been overlooked that coal shipped upon orders to a 
sales company, although no invoice has been received, represents actual sales 
and irrevocable disposition of goods under the usual contract. It would seem 
more proper to recognize the element of profit, if any, in coal in transit by valu- 
ing it at the sales-realization price, inasmuch as the transaction, so far as the 
coal company is concerned, represents its part of the executory contract and an 
activity falling within the period under review. 

It must be remembered that this situation is one in which the terms of sale 
have been made a matter of contract, the only contingency being the destina- 
tion of the coal, and the matter of consigned goods is not at all comparable 
hereto. It is of course recognized that where coal is consigned toe agents, the 
procedure suggested by Mr. McDowell's article would be proper, but it is the 
writer’s opinion that a careful distinction should be made in this matter, as the 
item ‘‘coal in transit’’ often represents a large proportion of the coal com- 
pany’s current assets. 

Yours very truly, 
S. A. BLUSTEIN. 

Charleston, West Virginia, April 4, 1925. 
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MANAGERIAL ACCOUNTING, by JAmMes Oscar McKinsey, University of 
Chicago Press, Chicago, IIl. 


Progress, it was wisely said, is neither a straight line nor a treadmill circle 
returning ever and again to the very point whence it proceeded. It is rather a 
spiral, moving apparently in the direction whence it came, but on a little 
higher plane and sweeping perhaps with an ever-widening radius. 

Whether this was a universal truth or no, it seems to apply to the field of 
accounting. The earliest of all writers and the preponderant number of later 
works on accounting combined theory with much information and advice 
which dealt with business procedure rather than with accounting. One recalls 
how, even in the beginning, Paciolo was not content with giving minute direc- 
tions as to how to make entries in journal and ledger, but described how an 
office should be run, how correspondence should be filed, how letters should 
be written and dated, and how the merchant might use his unlearned wife to 
tend his shop. And through the dreary and interminable list of subsequent 
text-books, one was ever being instructed in the form of drafts, the making 
of deposits, the drawing of leases, and the multitudinous detail of business 
practice. 

But the present generation started a new line of texts. Accounting treatises, 
beginning with Pixley and Dicksee, taught accounting. They dealt with its 
theory and really wrestled with the unsettled problems of valuation, of the 
apportionment of depreciation, of how to tell an asset from an expense and, 
ever and above all, the determination of profits. If fewer of the books were 
called ‘‘science of accounts,’’ they were, as never before, rigidly and boldly 
scientific, at least in the sense that they attempted the formulation of a definite 
body of knowledge dealing with a specific limited sphere. 

But the spiral swings around its axis. The present work, learned, indeed, 
and scientific, transcends the limitations which writers of this century have 
generally felt, and once again accounting is more than accounting. 

Managerial Accounting is not content to tell how to record transactions to 
meet the needs of the manager; it tells what ought to be done, and how it should 
be done, to make it worthy of record in the books of account. It tells how re- 
sponsibilities should be divided before telling how to keep accounts which will 
measure responsibility. Jt even reverts to type and gives the details of a filing 
system. It first describes the nature of operations and then tells how to 
record these operations. It is a reversal of the pedagogy of Dotheboys Hall, 
where the boys were first taught how to spell “winder” and then sent out to 
wash one. 

With this general statement of the new accounting as exhibited in this work, 
acquaintance with the detail may be left tothe reader. But attention may be 
called to the comprehensiveness of the book. It begins with the organization 
necessary to secure satisfactory records and describes not merely the formal 
journal and ledger but other reports necessary for effective administration. 
The latter part of the book, more than half its contents, discusses the various 
systems of control, of sales, of purchases, of traffic and of production. 
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From this it is not to be understood that the book is a work on business man- 
agement or salesmanship rather than accounting. It is properly named 
Managerial Accounting, but it deals with accounting as related to business life, 
not merely as something enclosed between the covers of a ponderous ledger. 

There are matters of detail open to criticism, statements of theories which 
might well be discussed, occasionally even slips which involve a palpable error. 
But a work on accounting covering nearly seven hundred pages which did not 
contain such would give small promise of containing anything of interest or 
importance. 

One may question whether the objection to a fluctuating allowance for de- 
preciation is that it is obviously incorrect rather than that there are practical 
difficulties in estimating future profits. It may indeed be true that taxes and 
insurance should not be grouped with non-operating expense, and yet one may 
question the sweeping statement that the inconsistency of so doing is too 
evident to require comment, since so many accountants have and do favor 
such treatment. It is difficult to see distinction between amortization of war 
facilities and ordinary depreciation sufficiently marked to make one an operat- 
ing, the other a non-operating expense. The life of a plant may be determined 
as well by the duration of a war as by the durability of its boilers, and the 
necessarily irrecoverable capital outlay is in either case a cost of operation. 
And finally there is perhaps a picayunish but real regret that a work bearing 
the imprint of one of our greatest centers of culture should fall for the phrase 
“this data.” 

Out of all proportion is the reference to questionable statements, for the 
bulk of the work is sound, interesting, illuminative and original. 


HENRY RAND HATFIELD. 
University of California. 


VALUATION OF INDUSTRIAL SECURITIES, by Ratpa EAstTMAn 
BapDGER, Prentice-Hall, Inc., New York. Cloth, 188 pp. 


The following excerpts from the preface epitomize the story of this book: 


“This volume is essentially an elaboration of several reports prepared by 
the writer on the valuation of securities in closely owned corporations for 
inheritance tax purposes.” 

‘An attempt has been made, however, to generalize the material in such 
a manner as to give the every-day investor certain principles to help him in 
arriving at his independent judgment regarding the values of industrial se- 
curities, whether actively traded in or not.’ 

“The writer realizes that he is entering a somewhat new field and that his 
position on certain points . . . may not coincide with the views of the 
reader. Furthermore, the infinite variety of conditions which surrounds 
security valuation makes it difficult to lay down rules susceptible of uni- 
versal application.” 

‘The main thesis adopted is that the exchange value of all capital goods 
arises out of earning capacity, and that the value of securities, representing 
in various ways property rights to capital goods, likewise reflects earning 
power. In other words, security values arise from capitalized earnings. 


In the opening chapter various concepts of value are explained and the follow- 
ing chapters are devoted to methods of public-utility valuation, preferred and 
common stocks, bonds, risk factors, book value vs. market value, and goodwill. 
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The book closes with appendices, in statistical form, based upon the author’s 
study of the published accounts of ‘‘selected corporations’’ and ‘‘representa- 
tive companies.” 

The chapter on public-utility valuation (18 pp.) is, of course, but a very brief 
review of the subject; nevertheless, a peep into the mysteries of rate-making is 
afforded the uninformed reader and he will learn something of the theories 
underlying fair value, going value, capitalization of early deficits, undistrib- 
uted overheads, fair return and reproduction-cost-new, the latter being 
merely original cost measured in terms of the present purchasing power of 
money. 

In various parts of the book the author explains the conclusions to be reached 
by a detailed study of a company’s financial position, and proper ratios are 
suggested for accounts receivable to sales, owners’ interest to creditors’ interest, 
current assets to current liabilities and other equations. 

In the chapter ‘‘Common stock earnings defined,’’ too much stress is laid 
upon the accuracy of determining a company’s current earnings by comparing 
the surplus at beginning and end of a period and making due allowance for 
dividends paid. In these days of additional tax assessments and tax refunds, 
to say nothing of other surplus adjustments applicable to the operations of 
prior years, the results obtained, by the method suggested, might create un- 
warranted hilarity or melancholia in the minds of security holders, if complete 
data were not available to them. 

In the chapter ‘‘ Book value vs. market value of common stocks, ’’ the author 
is a bit harsh in stating that ‘‘the book value of assets is uéterly worthless to serve 
in any way as a basis for security valuation”; and his statement, in the same 
chapter, that ‘‘conservative accounting practice demands that (fixed) assets 
be carried at cost of acquisition, less depreciation, or market value, whichever 
is lower”’ confirms the conclusion, previously reached, that no cognizance has 
been taken of companies operating wasting assets, to which the first quotation 
above would better apply. 

In reading the book one may be disappointed in finding that but little space 
is devoted to the varying degrees of insolvency as affecting security valuations, 
and that no further light is shed upon the controversial points incident to the 
capitalization of no-par-value stock. The impression probably will also be 
gained that too much weight is suggested to be given to past performances and 
too little consideration to future prospects. The subject matter, however, is a 
difficult and far-reaching one and the reader will be better versed therein after 
reflecting on the theories expounded. 

Epwarp H. MogrRAN. 
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